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we go the extra mile for customers

making shopping better, simpler, cheaper

in every store, in every country

in which we operate

Evew witle haAfs

2003

2002

Group sales (£m)

(including value added tax) 28,613 25,654
Underlying pre-tax profit! (¢m) 1,401 1,221
Pre-tax profit(fm) 1,36} 1,201
Underlying diluted earnings

per share! (p) 13.98 12.14
Diluted earnings per share (p) 13.42 11.86
Dividend per share (p) 6.20 5.60
Group enterprise value (Lm)

{market capitatisation plus net debe) 16,896 21,290

! Excluding net loss on disposal of fixed assets,
incegration costs and goodwill amortisation,

FINANCIAL HIGHLIGHTS
GROUP SALES

+11.5%

UNDERLYING GROUP PROFIT BEFORE TAX'

+14.7%
GROUP PROFIT BEFORE TAX
- +13.3%
UNDERLYING DILUTED EARNINGS PER SHARE!'
+15.2%

DILUTED EARNINGS PER SHARE

+13.2%

" DIVIDEND PER SHARE

+10.7%
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This operating and financial review analyses the performance of the Tesco Group

in the financial year ended 22 February 2003. It also explains ‘other aspects of

the Group’s results and operations, including strategy and risk management.

GROUP SUMMARY

2003 2002 Change

£m im %
Group sales :
(including value added tax) 28,613 25654 )
Underlying profit on
ardinary activities
before taxt 1,401 1,221 14.7
Profit on ordinary activities
before taxation © 1361 1,201 133
Underlying diluted
earnings per share! 1398p 12.14p 15.2
Dividend per share 620p 5.60p 107

UK PERFORMANCE

2003 2002 Change
£m £m %

Sales
{including value added tax)

23407 21,685 79.

Underlying operating profic 1,257 1,213 69

REST OF EUROPE PERFORMANCE

2003 2002 Change

£m £m %
Sales
(incuding value added tax) 3032 2475 225
Underlying operating profit! 141 30 56.7

AStA PERFORMANCE

2003 2002 Change
©Em £m %

Sales
{including value added tax) 2,174 1,494 45,5

Underlying operating profitt. . 71 29 1448

t Excluding net loss on disposal of fixed assets, imegration costs
and goodwill amortisation,

GROUP STRATEGY Our strategy is simple and
the four key elements remain the same: strong UK
core business; non-food growth; retailing services
and international.

This customer focused strategy has again
delivered strong results by bringing value, choice and
convenience to millions of customers every week

GROUP PERFORMANCE Group sales including VAT
increased by | 1.5% to £28,613m (2002 ~ £25,654m).

Group underlying profit on ordinary activitles
before tax (excluding net loss on disposal of fixed
assets, integration costs and goodwill amortisation)
increased by [4.7% to £1,40Im. In the year, we
acquired the T&S and HIT businesses. The impact
was to increase underlying profit by a net £1m.

Group capital expenditure was £2,134m
(2002 - £2,027m). UK capital expenditure was
£1.228m, including £558m on new stores and
£335m on extensions and refits, Total interational
capital expenditure was £906m, £527m in Asia
and £379m in Europe. In the year zhead, we forecast
Group capital expenditure to be around £2.2bn.

The Group continued 10 generate strong
operating cash flows, Net cash inflow from
operating activities increased by [7% to £2375m
(2002 - £2,038m).

Group net debt in the year increased by
£1.177m to £4,737m (2002 ~ £3,560m), including
the additional debt used for the purchase of HIT
(£391m) and acquired T&S debt (£155m). Gearing
increased 10 73% (2002 - 64%).

GROUP INTEREST AND TAXATION Net interest
payable was £180m (2002 - £153m), of which
£10m relates to the additional debt taken on for
the T&S and. HIT acquisitions.

Tax has been charged at an affective rate of
30.5% (2002 ~ 30.9%). Prior to accounting for the
net loss on disposal of fixed assets, integration costs
and goodwill amortisation, our underlying tax rate
was 29.6% (2002 - 30.4%).

SHAREHOLDER RETURNS AND DIVIDENDS
Undertying difuted earnings per shars (excluding
net loss on disposal of fixed assets, integration costs
and goodwill amortisation) increased by 15.2% to
13.98p (2002 - 12.14p).



The Board has proposed a final dividend of 4.33p
(2002 - 3.93p) giving a total dividend for the year
of 6.20p (2002 - 5.60p). This represents an increase
of 10.7% and dividend cover of 2.25 times.

Total recognised gains and losses in the year
were £968m (2002 ~ £842m), comprising profit
for the year of £946m and gains on foreign
currency translation of £22m.

Group shareholders’ funds, before minority
interests, increased by £386m. This was due to
retained profits of £503m, new shares issued less
expenses of £46!m, and gains on foreign currency
translation of £22m, As a result, return on
shareholders' funds was 23.3%.

Total shareholder return, which is measured as
the percentage change in the share price plus the
dividend, has been 10.7% over the last five years,
compared to the FTSE 100 average of (26.8)%.
Over the last three years it has been 7.0%, compared
to the FTSE 100 average of (35.1)%. In the last
year, total shareholder retumn inTesco was (31.9)%
compared to the FTSE 100 average of (24.0)%.

UK Sales grew by 7.9% to £23,407m (2002 -
£21,685m). Of this, 4.1% came from existing stores
and 3.8% from net new stores, which includes
0.7% relating to the acquisition of T&S Stores PLC.

UK underlying operating profit was 6.9%
higher at £1,297m (2002 - £1,213m) with an
operating margin held flat at 6.0%.

The tesco.com operations achieved sales
of £447m (2002 - £356m) and excluding USA
and South Korea start-up losses, made a profit
of £12m (2002 - £0.4m).

As part of our store development programme
we opened 62 new stores comprising six Extras,
2} Superstores, one Metro and 34 Express
stores. Including extensions and refits, we opened
I.4m sq ft of new space and expect to open -
a further 1.4m sq ft in the coming year

During the year we purchased T&S Stores PLC,
a leading convenience retailer. Total consideration
was £366m, which consisted of £358m of issued
shares and £8m of other acquisition costs.The
convenience market is a £20bn market in the UK
and this acquisition increases our share from 1%
to 5%.T&S has 870 convenience outlets. We plan

to convert 450 1o the Tesco Express format over
the next three to four years bringing the Tesco
range and value offer to many more customers
in neighbourhood |ocations.

REST OF EUROPE In the Rest of Europe sales
rose by 22.5% 1o £3,032m (2002 - £2,475m)
and contributed an underlying operating profit
of £141m, up from £30m last year.

Sales in the Republic of Ireland grew by 8%.
We have 77 stores, giving us |.7m sq ft, and have
plans for & further six stores in 2003/04.

in Central Europe we opened |8 hypermarkets
in the year giving us 83 in total. This gives us total
space in Central Europe of 89m sq ft

The acquisition of HiT, a chain of Polish
hypermarkets, during the year has deubled the
size of our Polish operation and are now market
leader:Total consideration was cash of £400m.

ASIA in the year, our Asian businesses had sales
of £2,174m (2002 - £1,494m), up 45.5% on the
previous year and made ah underlying cperating
profit of £71m (2002 - £2%m).

Our business in Thafland, comprising 42
hypermarkets, had strong sales growth of 2{%,
We currently have 4.8m sq ft of selling space
in Thailand which will increase to 5.4m sq ft by
the end of next year.

in South Korea we opened seven hypermarkets,
giving us 21 in total, with sales up 66%.

In Talwan we have a total of three
hypermarkets. Expansion has been slower than
planned but we ‘are now seeing opportunities
to buy sites at lower prices.

In Malaysia we opened our first three
stores this yeér.The performance of the stores
is encouraging and we have a good number
of planning applications in the pipeline.

JOINT YENTURES AND ASSOCIATES Our total
share of profit before goodwill amortisation, from
joint ventures and associates was £72m compared
to £42m last year, Our share of Tesco Personal
Finance pre-tax profit, post minority interests has
grown significantly to £48m (2002 - £20m).

| year  Jyears 5 years

TOTAL SHAREHOLDER AETURN
RELATIVE TO THE FTSE 100

UK SALES GROWTH %X

TotaL
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UK SALES AREA DPENED
000 sq ft
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FINANCIAL RISKS AND TREASURY MANAGEMENT
The teasury funcion is mandated by the Board

e manage the financial risks that anse in relatian
W underlyng business needs. The Board establishes
the funclion’s poliies and operating parameters
and roubnely reviews 15 adtivities, which are also
st;hject o regular audit. The funcbion does not

operate as a profit centre and the underlaking

of speeulalive Taosalions 1 it permited.

The main financiat risks faced by the Group
redate o the availability of funds 1o meal business
needs, the risk of default by counterparties to
financial transactions {Credit msk). and fhuctuations
ininterest and foreien exchange vates. These ks
are managed as described below. The batince sheet
positions at 22 february 2003 are representative
of the postions throughout the year

FUNDING AND LIQUIDITY The Group finances
s operations by a combination of retained profits,
leng and medium-aerm debt capital market issues,
commencial paper, bank borrowings and leases.
Thie objective is 10 ensure continuity of funding,
The policy is to smaeoth the debl maturity profile,

to arrange funding ahead of requirements and

1o maintain sufficient undripam committed bank

facilities and a strang <redil rating so that maturing
debt may be refininced s it falls due.

The Group’s long-term credil rating from
Moody's was reduced from Aa3 tec Al dunng the
year, following the increase in debt which resuited
from the acquisition of HIT An additional it
ratng from Standard & Pooi’s of A+ was intreduced.
New funding of £2002m was arranged inciuding
net new coramitted bank facitives of £347m and
medium-term rotes of £1,385m maturing Letween
2008 and 2033, At the year end, net debt was
£4.737m {2002 - £3.560m) and the average
debt maturity was nire years {2002 - six years).

INTEREST RATE RISK MANAGEMENT The
objective 1o init our expasure o ingreases in
interest rates, Forward rate agreements, interest
rate swaps, caps and coliars are used o achieve
the desired mix of fixed and floating rate debdl,
The palicy is 1o fix or cap a minimum of 40% of

actsl and projected dent interest costs. Forward

A . AL R A A L

start interest rate swaps and forward rate
agreements are used 10 manage projected debr
interest Costs where appropriate. At 1he year end
{1,600, 55% of net debt was in fixed rate orm
{2002 - £1 7bin, 46%; with a further £125m, 3% of
ret debt collared as detaited in note 20. Fixed rate
debt includes £477m of funding linked 1¢ the Retail
Price Index {2002 - £372m). This debt reduces
nterest risk by diversifying our funding poriloiio.
The balance of our debt w i ficating rate form,

The average vate of imterest piid durng the
yaac was 5.7% (2002 - 6.3%). A 1% rise in UK
interest rates would reduce profit before wax by
less than 1%, Changes in inferest rates in other
currencies wodld have no significant irnpact on
Group prafus. ’

FOREIGN CURRENCY RISK MANAGEMENT
Cur printipal objective is 1o reduce the nisk 1¢
short-tesm protfits of exchange rate volatility.
Trarsactional currenty exposures that couid

signeficaritly impact the proft and loss account are

 hedzed, typically using forward purchiases or sales

of {oreign currencies. We irarslate overseas prolits
inlo sterfing at averdgt exchange rates which we
do not seek to hedye. We hedge the balance
sheet by borrowing (either directly or via foreign
exchangt transactions) in matching curendies
where this is cost effective. Our objectives are o
mantain 3 low cost of borrowing and rétain some
potential for currency-refaled appreciation wiile
partally hedging against currency depreciation,
During the year currency movements had
minimal impact on profits and ingreased the net
vaiue of the Group's overseas assets by £22m
(2002 - L12m increase}. At the year end forward
foreipn currency purchases equivalent 1o £ 240
were autstanding (2002 - £247m). See note 20.

CREDIT RISK The objective it to reduce the risk
of joss arising from default by parties 1o financal
wransactions. The risk s managed by spreading
financial transactions across an approved list of
counterparties of high credit quality The Group's
positions with these coumerparties and ther

credit ratings are routinely monitored.

s rada:



TESCO PERSONAL FINANCE (TPF) TPF lending is

predominantly o individuals through fts aredit cand and
uncecured personat loan preducts. Risk is managed by
adopting wdustry bast pracuices and drawing upan ihe
expertse and systems of the Reyal Bank of Scotland,
As 2 result TPE have developad a portiolio of areds

HOUUCEs walth /Ir0ONg asset Gilainy.
D 4 J

INSURANCE We hzve faken the dedision 10 purchase Agsets,
Farmings and Combined Lability protection from Lhe open
insurance rarket 3t 2 'catastraphe’ level onty. The risk not
ransferred 1o the msurance markel is retained within the
business up 1o various imits, with the batance sel insured

on a mullinational basts By use of our captive wsurance

company. Tesed Insurance Limited, Guernsey {Asseis/

SarningsiCorbined Liabilty ). Subsequent o the year and

directors’ report

Tte Duectors preserit thelr annual report Lo shareholders
on the affurs of the Group, together with the audited
censulidited finandial statement: of ihe Group for the

52 weeks ended 22 Februacy 2001

PRINCIPAL ACTIVITY AND BUSINESS REVIEW The principal
activity of the Group is the eperation of foed stores and
associated activibes in the UK, Rept " of lrefarid, France.
Hungary, Poland, Czecn Republic, Siovakia, Thailand, South
Forea Taiwan gnd Malaysin A review of the business

is cortained in the Annual Review and Summary Financial
Statement 2002 which is published separately and, together
with this document, comprises the full Tesco PLC Annual
Report and Financizl Statements.

GROUP RESULTS Group sales including VAT rose by £2.959m
ta £28613m, representing an increase of 11.3%. Group

underlying profit on ordinary activities befare taxation, net

s on disposal of fixed assels, integration cosis and goodwili

amortisation wis £140(m campared with £1,221m for the

previous year, an increase of 14.7% Including net less on

dispasal of fixed assels, mtegraion costs and goodwill

armortzation, Greup proftt on wrdinary acivities before

Combined Liabilily has been transferred 1o a new captive

insurance coempany, Vabant Insurance Company Limited, ROL

PENSIONS Tesco policy s Lo base pension funding dadisions
of & thres-yearly acliaril valuatien. The latest full actuaria-
vatuation of the Tesco FLC Pension Scheme wits carried out
as 4t 31 Mareh 2002 This forrned the basis of our derision
i ncrease funding levels The results of the valuition can
be seen in note 26(a).

In line vath agceunhng standards, 3 separate FRS 17
vaiuation has been performed as at the Group year end
date. Tne FRS 17 disciosures can be found in note 26(b).

OTHER INFORMATION Additional finuncial and
non-financial informanhon, ingluding Press Relcases and year
2nd peesentatinns can be accessed on our website,

wwntesco.cordeorporaleinfo

waxation was £1.361m.The amount sllociied to the employee
profil-sharing scheme this vear was £51m 3¢ againgt £48r
fast your Alter provision for tax of £315m. mincrily nterests
of nil and dividends

naid and proposed. of £443m, srofit
retained for the financial year amounted 1o £503m.

pivipenps The Directors recommend the payment of a finai
dividend of 4.33p per ordicary sthare to be paid on 27 june
2003 1o members on the Register at the close of business

on 22 Agrit 2003, Together with the interim dwidend of 1.87p
per ardinary share paid in November 2002, the telal for the
year will be £.20p compzred with 5.60p {or the previous year,

an increase of 7%

TANGIBLE FIXEDR ASSETS Capital expenditure amounted
t¢ £2.1 3 comparss with £2,027m the previous year
‘n the Directors opinion, the properties of the Group have
a market value in excess of the book vatue of £10.958m

inclyded in these finoncwl statemeants.

SHARE CAPITAL The authorsed and ssued share capitat of
the company togethar with details of the shires issued during

the perod, are shown q note 23 19 the Onancial statements
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COMPANY'S SHAREHOLDERS The company is not aware
of any ordinary shareholders with inferesis of 3% or more.

DIRECTORS AND THEIR INTERESTS The names and
biographical detalls of the present Directors are set out in the
separately published Annual Review and Summary Finandial
Statement 2003,

Mr R S Ager, Mr R F Chase {appeinted during the year),
Mr | A Gardiner, Mr A T Higginsor and Mr D £ Reid retire
from 15e Board by roation and being eligible offer themseives
for re-election,

The service contracts of Mr R 5 Ager, Mr AT Higginson
and Mr O € Reid are terminable on two years' notice from
the company. Mr R F Chase and Mr ) A Gardiner do not
have service comracts.

The interasts of Directors and their immediate families
in the shares of Tesco PLC, along with detaits of Directors'
share Options, are cantained in the report of the Directors
on remuneralion set cut on pages 12 to 21

AL nG time during the year did any of the Directors
have a material interest in any significant contract with the
company or any of its subsidiaries.

EMPLOYMENT poLiCIES The Group depends on the skilis
and commitment of its employees in order 1o achieve 1ts
objectives. Swaff at every level are encouraged 1o make
their fullest passible comribution 1o Tesco success.

A key business priority is 10 provige First Class Service
1¢ the customer, Ongoing training hrogrammes seek 10
ensure that empicyees understand the Group's custorner
service abjectives and strive to-achieve them.

The Group’s selection, training. development and
promotion pobcies ensure eguai opportunities for all
employees regardiess of gender marital status, race,
age or disability. All decisions are based on merit.

Internal communications are designed to ensure that
employees are wel informed about the business of the
Group. These include a staff magazine called Tesco Today,
videos and staff briefing sessions, : ‘

Staff attitudes are frequently researchied through surveys
and store visits, and manzgement seeks o respond positively
ic the needs of employees.

Emplicyees are encouraged to become invalved in the
financial performance of the Group through a variety of
schemes, prancipally the Tesco employee profit-sharing
s¢heme, the savings-reiated share cption scheme (Save-As-
You-garr) and the Partnership Share Plan (Buy-As-You-Earnj.

POLITICAL AND CHARITABLE DONATIONS There were

no political donations (2002 ~ nil). During the year the Group
made contributions of £31,282 in the form of sponsorship
for paltical events and ane palitically affilated think-tank
{Labour Party - £9.400; Conservative Party ~ £4.394: Liberal
Democrat Party — £6,407: Scottish National Party - £7,143;
Plaid Cymru - £1,000; Fadian Sodiety ~ £2.538},

SUPPLIER PAYMENT Policy Tesco PLC is a signatory to
the Cal Code of Prompt Paymem, Copies of the Code may
ze ohtained from the CB, Centre Point. 103 New Oxford
Street, London WCIA {DU, Payment terms and conditions
are agreed with suppliers in advance.

Tesco PLC has no irade credizors in its balance sheet.
The Group pays its creditors on a timely basis which varies
according 1o the type of product and territory in which the
suppliers operate.

GOING CONCERN The Directors consider that the Group
and the company have adeduale resources to remain in
operation for the foreseeabie future and have therelore
continued 10 adopt the going concern basis in preparing

the financial statements. As with ali business forecasts, the
Directors' statement cannot guarantee that the going concern
basis will remain apgropriate given the inherent uncertainty
about future events.

auciTors Following the conversion cf our auditors
PricewaterhouseCcopers 10 a Limited Liability Partnership
{LLPY from | Jamuary 2003, PricewaterhouseCoopers resigned
on 23 February 2003 and the Cirectors appointed its successor,
PricewaternouseCoopers LLP as auditors. A resolution to
re-appoint PricewaterhouseCoopers LLP as auditors cf the
company wiil be propesed at the Annual General Meeting.

ANNUAL GENERAL MEETING A separale circular
accompanying the annual accounts explains the special
business tc be considered at the Annual General Meeting
on {3 june 2003,

By Order of the Board

Rowley Ager Secretar '

7 Apri 2003 ‘ -
)

Tesco PLC
Registered Number: 445790
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STATEMENT OF APPLICATION OF PRINCIPLES OF THE
coMBINED cobE The Group is committed to high standards
of corporate governsnce. This statemen describes the
manner in which the company nas applied the principles

set out in the Combined Code on Corporate Governance.

DIRECTORS AND THE BOARD The Board of Tesco PLC
comprises eight Execltive Directars and six independem
Non-executive Directors. The Cnairman, Mr | A Gardiner,
is an independent Non-axecutive Directer who has a primary
responsibility of running the Board, The Chief Executive, Sir
Terry Leahy, has executive responsibilities for the operations,
resulis and strategic development of the Group. Ciear ivisions
of accountability and responsitility exist and operate effectively
for these positions. in addition, Mr G F Pimiott is the senior
Ner-executive Director The Board ensures that no one
individual ©r group dominates the decision-making process.
Since the year-end, the Board has announced 1ts succession
plans for the retirement of Mr } A Gardiner in March 2004,
The fuli Board meets at least ten times a year and
annually devotes two days to a cenference with senior
executives on longerterm planning, giving cersideration
botk 1o the opportunities and risks of fidure sirategy The
Board manages overalt contro! of the Group's affairs by
the schedule of matters reserved for its decision. in so far
as corporate govemance s concerned, these include the
approval of financial statements, major acquisitions and
disposals. authority levels for expenditure, treasury policies.
risk management, Group governance policies and succession
plans for senior executives,
To enable the Board t0 make considered decisions,
a wrinen protgcol exists and has been commuricated to
senior managers ensuring that relevant information is made
availabie 1o ail Boar¢ members in advance of Boarc meetings.
Ali Directory have accass 1o the services of the Company
Secretary anc may take indepencent professional agvice at
the company’s expense in the furtherance of thair duties.
The need for Directer training is reguiarly assessed
by the company. .

GOVEANANCE STRUCTURES The following paragraphs
describe the key governance structures operating in the
Group under 1he overall direction of ihe Board.

Executive Commitzee The Board celegates day-10-day and
business management control 1o the Executive Committee,
which comprises the Executive Directors, This meets formally
every week and its decisions are communicated throughout
the Group on @ regulac bagis, The Executive Commitiee s
responsible for impiementing Group policy, the monitoring
and performance of the business and reporting te the full
Board thereor.

Nominations Committee Appoiniments to the Board for
both Executive and Non-executive Directors are the
responsibifity of the Nominations Commitiee whizh is chaired
by Mr } A Gardiner and whose members are set out in the
table on page |1,

As exemplified by the section on 'Directors and their
interests’ within the Directors’ repart on pages 5 and €, the
company's Articies of Association ensure that on a rotational
basis Directors resign every three years and, if they so desire
and are eligible, offer themselves for re-election.

Remuneration Committea Tne Remuneration Committee,
compesed entrety of Non-executve Directors, is chaired by
Mr C L Allen, The members are sel out in the tatle on page 11,
The responsibifties of the Remuneration Committee, 10getner
with an explanation of how it 2palies the Direclors’ remuner-
ation principies of the Combined Code, are set out in the
report of the Direciors on remuneration on pages 12 10 21,

Audit Committee The Board has ar Audit Committee,
chaired by Mr G F Pimlott and consisting entirely of Non-
executive Directors, which meeis 2 minimum of three times
a year. Membership of the Audit Committee is set out in

the table on page |1, its terms of reference are reviewed
annually and represent currens best practice. The Committee's
primary responsibilities include monitoring the system of
internal control throughout the Group, approving the Group's
accounting policies and reviewing the interim and annual
financial statemems before submission to the Board The
Committee will be undertaking an assesyment of the Group's
pasition in refation to the Firancial Reporung Council
guidelines for strengthening the Combined Code, issued
recently as the ‘Smith Report', although 1t is believed that

the Group already comply substantialy with the proposals.
The review will alse cover the role ang effectiveness of the
Nen-executve Directors as set out ir: the ‘Higgs Report’,
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Compliance Committee The Compliance Dommatee ensures

that this Board discharges its obligations to camply with a8

necessary lawe and regalations it has established a schedule

for the regular review af the Group's operational activities

¢ &y

mplarice with accepled pracices and policies.
The Comnultes, comprising two Executive Directors and
thnze members of senior management, nermaliy meets four

Hmes 4 yedn

INTERNAL CONTROL AND RISK MANAGEMENT The Board
has overail responsisiiity Tor internal control including risk
manageroent, and sels appropriste policies having regard 1o

the objectives of the Group. Executivie nanagerment fas the

responsibilty for the identificaion. evaluation und management
of firancial and non-fnancial risks and for the implementation
and maintenance of control systoms i accordance with the
Board’s pulicies.

The Board, through the Audit Committes, has revievied
the effectiveniess of the systemns of nternal contral for the
pccounting year and the period to the date of approval of
the financial staternents, although it shouid be uniderstood
thdt such systems are designed 10 provide reaspnabie but

not gbschite assurance aganst miatenial misstatsment or foss.

Internal control environment Trhe Group operates an
obiectives-driven agproach ainied at satiching ils cone
purpose that ranskines inte & rofling five-year business plan.
The piun cavers both revenve and capital expenditure 2nd
forms the basis of business pians for all our business entities,
From this the Boand, 1ogether with momiering regimes based
upon aur Stearing Wheel, agrees the annuat revence and
capital budgets.

The Steering Wheel s the term used to describe our
baianced scorecand approach, which we believe is the best

way 1 achieve resuits for our shareholders. it sets out a

raad range of targets under quadrant beadings of customers,

operstinns, peogle and finance. This allows the business o te
speraled and monitored on & batanced basis with due regard
for il stakehelders. The Board undertakes & formal review

of progress on a guarterly basis and any resuiting actions
considered appropriste are communicated throughout

tha business.

The cagital investmoent programme is subject 1o formatised
review procedures requirng key oriteria 1o be mat All mgjor
initEbves regaire Blsress cases to be prapired, noomally
coveneg a minsmurn penod of fve years. Post-investment

apprasals are 2ise carried out.

Risk management process At the highest ievel, the Boand
considers strategic risk every Hme (L meels. The two-day
Board Canference. referred 10 earlier. considers whers fulure
apportunities ard risks fie and heips shape our corporate

strategy going forward. Avcountabilities for managing

operatonal visks are dearly assigned to fine managernent.
internal contrels have been developed over all risks in line
with the risk appetite deterinined by the Board and are

sulyject 1o raview, Formal risk assezsrognts are carmed out

Asutinely throughnut the business. Procedures exist to ensure

that ssgnificant risks and cantrol faiures are escalated o
Lernar managenment ang the Board, as nrcessary, on a daily,

wekly and perodic bagis.

Monitoring The moritoring of strategic and operaticnal

risks are responsibiiities of the Scard and line managers
sespectively.

The Board maintains the Key Risk Register and considers
at thesr formal risk assessments whether the actions being
aken i mitigation are suffiicient.

The Internal Awdit function also eperaies on a risk-based
dppma:h heiping managerss with their risk responsibiities and
adviting on appropriate contrals.

PricowaterhouseCoapers LLE our external auditers,

contribute 4 further independent perspective on certan

aspects of the internal finandimi contral systen arising rom
iheir work. independence is strengthened by an agreement
10 rolate audit partners every five vears. The engagernent

of auditors s considered anrually by the Audit Committee.

Annual ftatements received from CEOs further support
the monitaring of key subsidiary aperations. These slatements
confirm that the Board's governance pelicies have Deen
adopted in praciice and cpirit,

Crverall the Audit Commatice Seeks 16 ensure that
the whole management process providies adeguate cantrol
over all magor risks Lo the Group. This is achieved through

consideraton of rogular reports from internat and external

aunit alongside discus willt senior managers.




Other speoaist functions within e Group. notably Trading

Law and Technical and Campany Setretaray, provide

assurance dnd advice on heaith and safety, regulatary ind
lezal zompliance ang socid, sthical and eovironmental issues.
These funcions report thelr findings on 3 reputar bass 1

the Compliance Committee.

Communication A programme of communication exsts
argd 5 constantly being developed. t ensure that o staff are

aware of the parameters -

Al constiute accepliable business

pefarmance ardd the gxpectations of the Board in managing

rigk. Thei prevades dlear delinton of the Groups purpese and
goals, accountaviiiies wnd the scope of permitted activities

of companies, execclive functions and individua! staff.

CORPORATE SOGIAL RESPONSIBILITY The Buard regards

Corperate Social Respon:

ity (SR} as an integral part

of the overall corporate governancs framework and s fully
ntegrated ino existing management siruclyres and systems,
Therefore, the risk ranagement polizies. procedures and
manitoring methads deseribed above equally apply 10 our
TR actbatios, duding the management of wocil, ethical
and envronmental (SEE) risks.

Many nwestors take an nlenst i how Companies are,
managing ron-financial msks as these can, under certain
circumstances, Have an impact on shareholder value. For
exaingie, The Assocaton of British tnsurers (AR has
pubdished distiosure gudebnes on socidl respensibiity,
inciuding SEE matters, for mwvestors and companies.

Last year, we published aur tirst CSR Review on our
website, waw.tesco.corrdeverylittiehelps. Thic ceflects the
mportance that Tesco has placed o CSR over the past
13 years. More details of our 125R strategy can Le found in
the Tesco Corporate Sncial Responsibilivy Review 2082/63
and on our websie,

We have an eslablizhed vross-functional CSR Commitice
that meets & minimurs of four times 2 yean The CSR
Committee 15 chare by the Group Corporute Affairs
Director und its membership is made up of senidrr managers
from all parts of he busiress, Ore of its objedives s 1o

idenufy threats and opponiunities for the coraing yaar and

toy highlight emergirg nsues,

The CSK Committee has estublished a set of CSR feay
Parfcimance Indicators {KPIs), and these ¥Pls are used to
track performance quarterly and arinuadly The KPls feed
directly inte the Stearing Winee! monitcng system explained
eartier and thus ontribute o the overdll monitering of
Group performance and control evaivation by the Beoard,

The Chairman of the CSR Commitice makes regalar
reports 1o the Executive Boara on CSR matters.

Thg TSR KPIs and the related managemenl system

are availabie ;e CSR Review 2002703 and andine.

Risks and opporwunities Like ali companies, we manage

a broad vange of financial and non-financial risks, incluging

thare reliting 1o our TSR responsdities,

The mast recent CSR assessnient {cund thin tontrols

farpety mitigated the SEE risks 1o the businass,

Customer locus is flundamental 16 deii

ring Our siratesy
and the way we manage csk All our Business practices centre
on serving the customer and in meeting those chalienges we

recognise aur responsibitity to daliver quality products at the

right price. ’

Al cornpantes bave 1o face ethical dilemmas in the
norredl ¢ourse of business. Our approach comes from the
Tesco Values The Values <et out the standards we wish 10
uphold in how we trest peopie.

These are supported by Codes of Ethics and govern the
relationsips between surseives and eniployees. supplhers 4nd
contractors. The Comphance Committee regularly monitors
adherence ta these codes. The company is i signatory 1o the
0T Cede of Conduct and has met Ky ita ohibgations for
implementing the Code.

in the last yean we have introduced a Human Rights
policy, and "Protector Line’ - a confidential telephone helpling
for staff to raise ey concerns without fean ‘We will investigate
any allegations of impropriety and take approonate ackion as
necessdary. More details of the podicy are avaiiable in the CSK
feview 200203

CSR is aiss an important factor i retaining and recruiing

staff 1U helps moraie. and programmes such as Thanty of the
Year and Race for Ufe, encourage staf involmment, The Tesco
CSR website, wwwiiescaromfeveryitlichelps has been cied
by graduate recruils gs one (3¢tor in their ¢hoice of Tesco a$

an employer.



cO rPO rate gove rNance continued

Managing health and safety and supply chaln standards
Health and safety siandards are very important the company
is committed to prowiding a safe shopping and working
environment for custamers, staff and contractors,

The company has established pelicies, procedures and
training 1o idertify and minimise the risks inherent in a retail
and distribution business.

The safety of aur procucts carries the highest
respensibiity and priority We have established, over many
years, 3 comprehensive due diligence process supported
by technical and product development standards and
procedures. This assurance covers staff training, providing
guidance and audting suppliers 1o ensure they supply
quality products for the Tesco brand.

We nave condutied a comprehensive risk analysis
of products, suppliers and factories upon which our audit
programme is tased. Auditing is carried out on both a
routine and unannounced basis.

Supply chain risks can include, for exampte, a fatlure
of standards relating to product safety. quality, and animal
welfare and worker welfare,

We review regularly cur technical, due diligence and
crisis management procedures in the light of the latest
scienmtific research and expert opinion, 10 ensure that these
risks are managec effectively.

We use in-house experts as well as external advisors
to look for and analyse emerging issues so that appropriate
action can be taker. ‘

RELATIONS WiTH SHAREHOLDERS The Board attaches a
high importance to maintaining good relationships with ait
shareholders and, primarily through the Invesiar Relations
department, ensures that shareholders are kept informed
of significant company developments.

During the year, Executive Directors have met with 72 of
our leading sharehalders representing over 53% of the issued
shares of the company While the focus of dialogue is with .
institutional sharenoiders to whom regular presemtations are
made on company direction, care is exercred 1o ensure that
any price-sensitive information is released 1o all sharehciders,
institvtional and private, al the samne time in accordance with
the Financial Services Authority reguirements,

Tne Board regards the Annual General Meeting as an
opporiunity 10 communicate directly with all sharenolders.
The whele Board attends the megting and is avaiiable to
answer questions from shareholders present

Each year end. every shareholder may choose to
receive a full Annual Report and Financial Statements
or a0 abbreviated Annual Review end Summary Financial
Statement At the haif year, all sharehelders receive an
interim Report. These reports, together with publicly-made
trading statements, are avaiiable on the Group's website,
wwrwtesco comicorporateinfo

PENSION FUNDS The assets of the pension funds established
for the Denefit of the Groun's employees are heid separately
from those of the Group. A irustee company manages both
the Tesco PLC Pension Scheme and the remeining assets of
the Tesco PLC Money Purchase Pension Scheme.

The Tesco PLC Pension Scheme is 2 defined benefit
scheme which has over 120.000 comtributory members
and nearly 106,000 pensicners. The Trustee Company Board
comprises one Executive Direcion, Mr R S Ager, four senior
managers and four members eppointed from staff and
pensioners. Management of the assets is delegated 10.3
number of independent fund managers. These fund managers
have discreticn 10 invest in shares of Tesco PLC. but oniy to
the proportianal weighting of the shares in the total market,
Details of pension commitments are set out in note 26
to the financial statements an pages 47 10 49,

PROYISIONS (N THE COMBINED cODE Throughout the
year ended 22 February 2003 the company has been in
compliznce with all of the Code Provisions set cut in Section |
of the Combined Coce on Corporate Gevernance, except a3
with regard to provision B.1.7 on the length of Directors’
service agreements, details of which are set cut in the report
of the Birectors on remuneration on pages 12 1o 21,



BOARD COMMITTEE MEMBERSHIP Nominations Remunecanon Augt  Comphance
AS AT 21 FEBRUARY 2003 Commitlee Commintee(ts  Commutier(zy Jarmmittee

Non-executive Directors

e ... .
. o ; . .
e . o e e
Mr jW Meibourn (g} ' i
Executive Directors
i . e - U

Mr R S Ager

Mr P A Clarke b

{a; MrC L Aller retived from the Audit Committee on 14 Jure 2002
b} Mr R F Chase was appomied to e Board and the Mominzuans, Renuneration and Avdit Committees on | July 2002
(c) MsV Margli wes appoiriec 16 the Audit Commistee ard the Nominsturs Committee on |1 September 2302
{dy Dr M Erareans was appoinied 12 tie Remunerasicn Cammittee on 14 lure 2000
e} Me | v Melbaore retired from the Board and ity Committess on 14 june 2002 T that date, he was Chairmian
of the Auga Tommitiee and 2 member of the Rerauneration Commitiee and the Nominations Commitiee.
{fi Mr}A Garginer and Sir Terry Lashy atiend the Remuneration Comemitiee meatings by inviaticn.
) MrlA Gardirer and Mr AT Higginton aniend the Audit Committes maetngs by invitation,



report of the directors on remuneration

THE REMUNERATION COMMITTEE The Remuneration
Commitlee is geverned by formal Terms of Relerence agreed
by the Board and ¢ composed entirely of independen:
Nom-exetutive Drectors. Noe member of the Remuineration
Cammittes has any persenal financial interest other than as

a4 shareheider in the matiers 1o be decided and no day-ta-day
mypivement in running the business of Tesco,

Tre remunerihon packages, including Conract pearinds,

of Exacutive Diretiars are determined by the Remuneration
Cummittes {the Cormmmittee). The Commitice comprised
Mr C L Allen (Charman of the Comminiee), Or v insmane
{appointed jure 20025 Me G F Pimiott and Mr R F Chase
{appaintes july 20023

Mr | W Melbourn retired from

the Commitiee curing the yourThe Commintee met or

six preasions during the year

Mr RS Ages an fxecutive Dicector of the Grougs,

iv Seoretary to the (oemm
¥

ttee and attens the meelings.

My | A Gartiner, Non-executive Chairman of the Group,

and Sir Terry Leahy, Chiel Executive of the Croup. bath atiend
the meetings at the invilation ¢f the Commitiee. However,
Direciors do not attend the rneelings when ther own
remuneraiion i being distussed The Comimittee is supported
by Mrs C ™M Chaprman, Human Resources Dirertor of

Tesen Stores LG and has appointed Deloitte & Touche as

an external mdependent advisor Detoitte & Touche alsa
provided advizory services in respect of VAT, PAYE, MIC

angd nternatianal taxation 10 the Group during the year

DIRECTORS' REMUNERATION POLICY The Commiltee
applicd the foliowing remuneraticn pOICY 10 all Executive
Directors during the year The Cornmittes intends that the
rernuneraton of af Fxecutive Directors will continue 1o
be getermined on these principles but will be sublect to

a review by the Committee in the light of any legislative,
repulatory andior markel practice changes.

Business success m 4 relall envirsnment depends on the
talents.of the key t=am, but outstanding success comes from
teamwnork, Building and retaiving that team at senior levels
within Tesco is vital 1o success The remuneration sirategy
for Executive Dicectors has been Wilored to smphasise
the delivary of year-on-year earings growth iy providing
exacutives with a significant propertien of performance-
refated remuneration delivered in Tesco shares over
extended tmescates, '

Ta meet the busingss objeclives af strang finangist

progression and iraprovemants in sharebolider returrs,
the poiicy is to pay:
+ Basic sulariey based on the responsibifities, skilis and

@perience of the individual against 4 benchunark

determined by verification 1o other maior FTSE 100
(onmpanies and other large retaders.

¢ Annudl bonuses based on achieving stretching EPS
growth targets and specific corporate ohiecbves. Annial
benuses are pand i shares, On award, the Execative tan
elect 10 defer receipt of the shares for 3 further two

years, which iy encourages with additional ms

share awards. Further details are provided below,

« Longer-ierm bonus based on a combinatian of relative
1otz sharchoider rewurn, and the achievernent of
strelehing EPS growth targets and speafic. corporate
abjertives. Longerterm: bonuses are paid mn shaves, which
must be hetd for a further four years, Executive Directore
are encouraged fo nold shires for fonger than e years
Wwith additional matehing share awards. Further detais
are prownded beiow.

* Share oplions are granted to Exacutive Directors at
market value and ¢an only be exercised if £EPS growth
exceads RPI plus 9% over any thwee years from grant.

» Executher Divectors ace required 1o build and hold 2
sharcholding with & value at least equal to their hasic
salary; full participation n the Executive Incentive
Scherue 15 conditional upon meeting this lirget

The Cammittee aise ensures that the remuneration
relationship between the Main Board and Serior Executives
aof the company below this ieve! iy appreprisie, in particular,
any exceptional safary atrangements or award of share optiong

for Seniar Executives are 1o be adated (o the Comnitice,

TOTAL REMUNERATION The totul remuneration levels of
Executive Owectors are normally reviewed annually by the
Committee, hirang regard (o tompelitive market praciice
ir the retail sectar and in the cantext of the FTSE 100
companigs, which are of a3 comparalide size (o Tesco As part
of the review process, the Committee has access to, and
makes use of external independent remunerdiicn surveys.
The tatal remuneration package of Executive Directors
comprises the foliceang elements:
+ base salary.
« short and fong-tarm performance-related share awards
via the Execotive Incentive Schieme:

idted chare oplions awards
vid the Executive Share Option Scheme:
« penelits {which comprise car benefits, life assurance,

disabiity apd health

¢ pensions.
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in zddition 1o the above giements of remuneration, Exgoutive
Directers who hivve (ompleted one y2ar's service ave 3ise
cligible 1o participate in the company’s all-employee sanngs-
related share opiien scheme {(SAYE), prefit shanng scheme
and the share Incentive pign (BAYE) on the same terms as
il other UK employees.

The Commiittee consigers that a high propartion of
1ot remuneration should be performance-related and at
risk of forfeiture. In addition, perfarmance-related rewand
should be delivered i shares 10 cdosely align the interests of
shareholders and executives. tn &l cases, base salary currentiy
constitutes approximately one-third of the total annual cash
and share incentive opportunity for Executive Directors,
in determining the balance between the fixed and variable
elzmernits of the Executive Directors’ rernuneration packages,
the Committes has regard 10 marke! praclce.

Al awards made 10 Executive Dwectors under the
Executive incentive Scheme and all options granted under the
Exetutive Share Option Scherne are subject te the satsfaction
of perfermance condions, which are explained below. The
Committee considers thal 1he mix of performance conditions
pest supports the Group's business strategy and provides a set
of broad-based snd robust measures of management’s effort
arid succass in creating shareboelder vidue,

Tesco recognis

s that s Executive Directors are hikely

1o be invited 10 become nen-executive directers of other

companies and that such non-executive daties can broaden
experience and knowledge. which will benefit Tesco. Therefore.
frecutive Dircciors are, subject 10 approval by the Board,
allowed 1o accept non-executive appointments and retain

the fees received, provided that these appointments are

st ibkeely 10 lead o confiicts of interest.

COMPLIANCE The Commiiee iy constituted and operated
throughout the pericd in accordance with the principles
autlined i the Listing Rules of the Financial Services
Authority derived fram Scriedule A of the Combined Code,
in friming the remuneration palicy, full congideration has been
given 1o the best praclice pravisions set out in Schedule B,
annexed 1o the Listing Rules. The auditors’ report set out on
page 27, covery the disciosures referred to in A seport that
are spedified for audit by the Pnancial Services Authority.
This report also conplies with disclosures requirad by the
Director Remungration Repart Regulations 2002, eiails of
Dredlory’ emoiuments and interests, ingiuding executive and
savings-related share options, are set out on pages 15 to 21

The following summarises the remineralicn packages

for Exgeutive Directors. Copies af the Execusive Directors’

centracts of employment are avardable for mspaction by
sharelolders as required.

EXECUTIVE INCENTIVE SCHEME The company Gperales

i performance-relatad incenuve scheme dengnad 10 provide

compieiive level of reward, Awards under the schame are
cdebvered in shares 1o further align the irterests of Exenitive
Directors and sharehoiders,

The Cammitlee sets performance et annually
for the mcentive seheme for each of the criteria noted
belew, confinms achigvement of performance and awards
to he made under the scheme and directs the general
administration of the scheme. The Executive Committee
tas adopted a policy of extending executive incentive
schemes 10 a wider body of senior exetutives within
the Group usng similar measures.

Long-term share bonuses are gwarded annwally for
zach of the Executive Directors, the maximum long-term
share bonus i5 eguivalent 1o 75% of salary The long-term
borus is based on a combination of the following
performance conditions:

1. The achievement of targets set each year far growth
in earnings per share over that financial year s the
hasiz far 77% of the award. Earnings per share has
veen chosen 1o retlect the core focus of the Group
on goatinuows and sustainable earmings growth,

[

An assessment of tolal sharsholder return is the basis

tor 15% ot the award. The totl sharehelder return (share
price growth and dividend performance) of the company
at the end of the year taking into account perfermance
over the previous three and Tive years, is compared to
ihie tot

hareholder reiurn of a setetied peer group

of LK and Interraticnal comparics. comprising Ahold,
Safeway Ine (US)
| Sainsbury and Target (US) Total shareholder return has
peen chosen as it s 4 clear indicater of the value created

Carrefour, Metra, Salewsy plc (UK

for shareholders. The Comnvtiee considers 4 comparatar
group comarising arge international food retailers as the
most appropriate basis tor assessing relative performance
3 An assessment of the progress (ewards the achievemer:
of specific sirategit corporate geals is the basis for 8%
of the award.
Shares awarded have 10 be held for a periog of four years,
canditional upon continueus service with the cempany. The

share equivalent cof dividends, which woild have been paid on

the shares, is added 10 1he awand during thie defarcal period,

-

Shor (1ems share bonuses are awarded annually 1o each
of the Exective Directors, the maximum short-term bonus
payable is equivatent to 75% of salary, The bonus is based
i & combiration of the following pertorraance conditions
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The achievernent of targets set each year for growth in
earnings per share cver the relavant financial year is the
zasie for 77% of the award,

~

An assessment of achievement againgt specific stratagic
corporate goals is the vasis for 23% of the award,

The bonus can be augmented by S0%, if the participants
elect for the trustees of the scheme 1o retain the shares
awarded for a minimum period of two years, conditional
LpoN continuous service with the company The share
equivalent of drmdends, which would have been paid on
the shares, is added ic the award during the deferral period.

The Executive Directors may choose to further extend
1he holding period for both the short and long-term shares
by a further three years in each case. During this holding
period, the shares held are increased by 125% at the
beginning of each year, based on the scheme shares reld
and are cenditional upon continucus employment with
the company This holding period may be extencded subject
1¢ personai shareholding targets set by the Committee,
equivalent 1o shares 10 the value of one times' salary, being
met by the Executive Directors.

in respect of 2002/03, the awards were iong-term 68%
and short-term 72% of salary for each Exetutive Director.
Mr D £ Reid was awarded a special bonus of £400,000 in
respect of the development of the Group's internationa!
business. This amount has been sacaficed in return for
pension augmentaticn.

in addition 10 praviding the opportunity to earn greater
rewards for superior parformance, the Executive Incentive
Scheme further aligns the interests of sharehclders and
Executive Directors by heiping them to build up 2
shareholding in Tesco,

SHARE OPTIONS Executive Directers are inchuded in
Execitive Share Option schemes (ESOS). Executive options
granted since 1995 may only be exertised subject to the
achievement of aarnings per share growth of at least RP!
plus 8% over three years. For future share aption grants, the
exercise congition will be earnings per share growth of at
leas: RPI plus 9% over three years. The Committee chose
to increase the performance nurdle for future option grants
in the lignm of recent changes in FTSE 100 market practice,

SAVE-AS-YOU-EARN (SAYE) Since 1981, the Group has
operated an infand Revenue approved savings-reiated share
cption scheme (SAYE) for the beneflt of empioyees including
Executive Directors,

Under this scheme, empioyees save on 2 four-weekly
basis via 2 bank/building sceisty with an option o buy shares

remuneration coninued

in Tesco PLC at the end of a three or five-year periad at
a discount of up tc 20% of the marke: value, There are
no pedformance corditions attached 16 SAYE options,

PROFIT SHARING The Group operates a UK profit sharing
scheme for the benefit of employees, including Executive
Directors. Since March 2002, 2 new aporoved scheme ('Shares
in Success’) has operated. This scheme replaced the previcus
profit sharing arrangements following the Government's
decision to discontinue such schemes and is availabie to
empioyees with at jeast one year's service a1 the Group's year
end. Shares in the company are alloceied to partcipants in
the scheme &n a pro-rata basis to base salary earned up to
irfand Revenue approved limits {currently £3.000-per annum).
The amount of profit allctated 1o the scheme is determined
by the 8card, taking account of company performance,

BUY-AS-YOU-EARN (8AYE) Since January 2002, the Group

has operated a0 Iniand Revenue approved share investment

plan (BAYE]} for the benefit of employees including Execusive
Directors. Under this scheme, employees save four-weekly to
buy shares at market vaiue n Tesco PLC,

PENSIONS Executive Directors are members of the Tesco
PLC Persion Scheme which provides 3 penston of up to
fwo-thirds of base salary on retirement, normally at the age
of 60, dependent upon service. The scheme alsa provides
for dependarts’ pensions and iump sums on death in service,
The scheme is a defined benefit pension scheme. which is
approved by the Inland Revence.

SERVICE AGREEMENTS Sir Terry Leahy, Me D £ Reid, Mr R S
Ager, Mr £ A Clarke, Mr | Gildersleeve, Mr AT Higginson, Mr
T } R Masen and Mr DT Polts have service agreements dated
3 April 2600 with entitiement 1o niotice of 24 months by the
company and {2 morths notice by the Executive. Al the
Execunive Directors were appointed before | March 20601,

If an Executive Director's employment is terminated {(other
than pursuant 10 the notice provisions in the service contract
or by reason of resignation or unacceptable performance

or conduct), the company will pay, by way of hquidated
damages, & sum equal 10 two times the aggregate of current
base salary and the average of the awzrds made under the
Executive Incentive Schame for the previous twe years.

No account will be taken of pension ¢t any other benefit

or emolument. The termination payment is subject to the
Executive Director entering into resirictive covenants £o apply
for a |2 month perioG after such termination so 25 1 protect
the goodiwiil of the business.



If the termination occurs within two years of retirement

the termination payment would be reduced accordingly.

in the event of a change of control, an Executive Director
may erminale the service agreemen: by providing at least

30 days’ notice wathin three months of such change of control,
and in so doing, the company will pay a termination payment
as outlined above.

The Committee has agreed that in future, new
appoimments of Executive Directors wid riormally be based
on & notice period of |2 momhs, The Commitiee reserves the
Fight 10 vary this pericd for the iritial period of appoiniment.

NON<EXECUTIVE DIRECTORS The remuneration of the
Nor-executive Directors is determined by the Board as a
whole on the recommencation of the Executive Committee
after considering external market research,

Non-executive Directors nave letters of appoiniment,
and their appointrment can be terminzled by either party
without notice. Each appoiniment is Sublect 10 review every
three years. Non-executive Directors receive a tasic fee
plus an additional sum in respect of committee membership.
To reflect their additional responsibilities. supplementary fees
are 4i50 paid 10 Non-executives who chair committees and
1o the seniar Non-executive Director. Mr | A Gardiner has
the benefit of the use of 2 companry car,

Tables | to % are audited information.
TABLE } Directors’ emoluments

PERFORMANCE GRaPH The Group's total shareholder

return perfermance (i.e. share price movements plus dividends
reinvested) over the last five financial years relative 10 the
FTSE 100 index of companies is set out below. This index
has been selected to provide zn established and broad-pased
comparator group of retail and non-retail companies of
similar scale o Tesco, against which the Group's TSR
performance can te measured.

F;Qil UL‘I‘
TOTAL SHAREROLDIR REFLas
TSR is the nctional return from a stock or index Based
a7 share price movements aad Jeclared ¢ivi

Fixes ermolumerts Parformance-relaied emalurnents

Salary 3enefts Profi-sharing  Shortterm  Longterm ?igg;
£C0C £0C0 €000 £60 £C06 £500
Mr ] A Gardiner 366 1 - = 7
Sanerr,'léa_)_a,' 9!6 e
R R (a) R T S e
Mr Ré&;er T 44< i
MrRFC ase“(b) L
MrPA C'a'_‘e ---_ ‘M et b oo sttt e e et e A £ e i

"‘r G F Pmlm’.

5157 485 &4 5074 4569 15389 12999

{83 Mr D3 E Ruic's long-term bonus includes gn amount of £400.000 in repect of averstas dusiness growth which nay been sacrificed i return 27 pangion zugmentatian,
(3) Aspointed duning e yass
{¢} Former Director

The performance criterie 121 6ut on pages |3 and 9 is gudited information,
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report of the directors on remuneration cntinue

TAaBLE 2 Gains made on share options

Number ¢f shares at exeyose
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exgrise 2003 202
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The value realisable from shares acquired on exercise s the difference between the fair rmarket value al exercise and 1he
exercise price of the options, although the shares may have been retained. All opticns were exgrtised on the same date
when the market share price was 250.00p. All of the options a1 72.3p were exercised it 61.7p and 25% of the optiens

at 70.0p and 81.0p were exercised at 59.7p and €5.0p respectively, as targets related (o growth in easings per share n
accordance wilh AB guideiines have been achieved. The market share price at 22 Febmary 2003 was 168.00p. The share
price during the 52 weeks te 22 February 2003 ranged lrom 163 00p 10 268.25p:

The performance criteria for share oplions sel aut on page 14 is audited infsrmation,

tTanle 3 Pension details of the Directors
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TABLE 4 Share options held by Directars and not exercised at 22 February 2003

Executive share optnons schemes {1984), (|994) and {1996) Number of shares at exercise price {penca)
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otk A
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The pericrmance criteria for share ootions set out on page 14 s audited infarmation.

TABLE § Share options held by Directors and not exercised at 22 February 2003
Savings-related share option scheme {1981} Nurbier of shares Vahie ceahsulie

A an Asal  Exorgse price 2003 2002
23 Feb 2002 Gramad S Exercised 22 feb MX03 peince L0060 30
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The subscription price for options granted dunng the year ander the savings-related share option schere was 159.0p and the
oplions mature in esiher 2006 (three-yvear scheme) ar 2008 {five-year scheme). The shares relating 1 options exercisad in the
year were all retained.
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report of the directors on remuneration continues
TasLE 6 Directors interests in incentive plans
T Nun'xb;.;' Number - T
of sharey of shares Value
Awird ar 23 feb Sharss Shaces sl 21 Feb vested Vesting
date 202 aecarded vosi [ 2003 L005 date
i v S g e : =
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The award price oo 25 April 1996 was 24.83p.on || May 1998 was 166.67p, on B May 2600 was 174.00p, and on 13 April
2002 was 248.00p. Vesting prices on |1 May 2002 and an 12 February 2003 were 260.75p and 17025p respectively,
Shares awarded include dividends. taken in the form of shares and augmertation.



TAaBLE 6 Directors’ interests in incentive plans romimied
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report of the directors on remuneration coninues

TABLE ¢ Dlrectots interests in mcentwe plans ¢ ontned
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TaBLE 7 Disclosable interests of the Directors, including family interests

22 Fetr 5001

Opixons t©

atpnre
Ordinary crdirary Crdinae s
stires shares shares
M) A Gardiner 627,805 - 68464

i Terry Loty T TS 334a47 1997093
M U E Reid o _ ... 2AS0873 3080683 1990388 20t
: 163582

323,702

Mr RS Ager
Mr P A Clarke

MeDTPRons B - 774,

i2 1,521,509

Options o acguire ordinary sharas showrn above comprize aptions unoer the executive share apticn schemaes (1984). {1594),
{1596) and the savingsrelated share option scheme {1981} (note 25

Between 22 February 2003 and 7 April 2003, 1157 shares were purchiased by Executive Direczors as part of the
Partnersiip Share Pizn (BAYE) operated by the Group.

The ordirary shares include shares heid as part of incentive plans shawn in talile 6.



directors’ responsibilities for the preparation

of the financial statements

The Drrectors are reguired by the Companies Act 1785 10
prepare financial statements for each financial year which give
& true and far view of the state of affairs of the company and
the Group az at the end of the financial year and of the profit
or ioss for the fingncial year

The Directers consider that in preparing the financial
statements on pages 24 to 53 the company and Group have
used appropriate accounting policies. consistentiy apphied
and supported by reasonable and prudent judgements and
estimates, andl that ail accounting standards which they
consider 10 be applicable have been followed.

The Directors have responsibibty for ensuring that the

- company and Group keep acgounting records which disclose,

with reasonable accuracy, the Brandial position of the company
and Group and which enable thern to ensure that the
flinancial staternents comply with the Companies Act 1985,

The Birectors have general responsibility foir taking such
steps as ave reasonably open 1o them 1o safeguard the assets
of the Group and to prevert and detect fraud and other
irrepularities,



independent auditors’ report to the members

of tesco plc

Wi have audried the financial stat

ents which compiise
the Group profit and less account, the balance sheets, the
cash flow statemend, the statenient of total recognised pains
and losses and the refated notes which have been preparad
under the historical cost comvantion and the accounung
nolices sel out in the statemnent of accaunting policies.

We have also audited the disclosures required by Part 3 of
Schedute 7A 1o the Companies At 1985 contained m the

Direqiors’ remuneration report ('the auditable part’).

AESPECTIVE RESPONSIBILITIES OF DIRECTORS AND
auDITORS The Directors responsibilities for preparing the
annual report, the Directors’ remuneration report and the
financia statements i accordance with applicable United
Kingdom law and nccourting standkards are set out in the
statement of Directors’ responsibilities,

Our respansibility 15 o audit the financial statements and
the auditable part of the Directors remuneration zport in
agccordance with relevant lepal and regulatory requirements
and Unied Kingdom Auditing Standards issued by the Auditing
Practices Bowd, This report including 1he opinion, has been
orepared for and only for the company’s members as a body
in arcordance with Section 235 of the Compantes Act 1985
and for ne other purpose.We do not, in giving this opinion.
accept or assume respansibility for any other purpose or
to ay other person to whom this repart is shown urin to
whitse hands it may come save whare expressly agreed by
our prior consent in writing,

We report (o you Our opinion as (o whethar ihe
financial statements give a true and faic view and whathier the
financial slatemernts and the auditsble part of the Divectors’
remuneration report hiave been properiy prepared in
accordance with the Companies Act 1985, We also repart 16
you il, in our opinion. the Directors’ report is not consistent
with the financial statements, if the company has not kept
propec accounnog records, if we have not received all the
information and explanations we require for our audit, or if
information specified by law regarding Directors’ remuneration
and transactions is not disclosed, .

We read the other informalion contained in the annial
report and cangider the implications for our report if we
hecome aware of any apparent misstalenients or material

inconastencies with the financ stements. The other
information comprises only the Direclers’ repory, the
unaudited part of the Dveciors’ remuneration report, the
Chairrnan's siatement, the aperating and (inancial veview

and the corporate goveinance slatement,

We review whether the corporate governalke staternent
reflecis the company's compliance with the seven provisions
of the Combined Code specified for v review by the Listing
Rudes of the Financal Services Authonity, and we report if

it dous nol.¥e are 6ot required 1o consider whether the
Beard's statements on internal control cover all nisks and
contrals, or to form an opinion on the effectivencss of the
company’s of Group's corparate zovernance procedures

or its risk and control procedures.

BASIS OF AUDIT OPINION Wa conducted our audit in

accordance with auditing standards issued by the Auditing
Practices Board. An audit iIndludes examination, on 2 test basis,
of evidence relevant 1o the amounts and disclosures in the
financial statements gnd the auditable part of the Directors’
rernuneration report i also inciudes an assessrnent of the
significant estimates and judgements made by the Birecters
m the preparation of the finangial statements, and of whether
the accounting policies are appropriate 10 the company's
arcumstances, conystently apphed and adequately disclosed.
We plarned and performed our audit 50 as 1o Obtain
all the information and explanations whigh we considered
necestary in order (o provide us with sufficient evidence to
givi reasonable assurance that the financial statements and
the auditable part of the Direttors’ remuneration report are
free from material misstaterment, whether caused by fraud
or other rregudarty or error In forming our opinion we
alse evakiated the overall adequacy of the presentation

of information in the financiai statements,

GPINION It our opininn:

s the finandial staternems give & true and Qair view of
the state of affars of the company and the Group at /f
22 Feproary 2003 and of the prafit and cash fiows
of the Group for the: year then ended;

» the financal statements have been properiy prepared
in accordance with the Compuanies Act 1985; and

+ those parts of the Directors’ remuneration report
required Dy Fart 3 of Schedule 7A 10 tne Companies
Act 1985 have been properly prepared in accordance

with fife Companies Azt 1985,

PricewaterhouseCoopers LLP
hartered Accountants ardd Regiclered Audaars

-

Londnn ¥ Apni 2003
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Aceounting policies and notes formmg pare of these financial statements are on pages 28 to 53.
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statement ot total recognised gains and losses
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Atcpunting policies and notes foriming part of these financial statements are on pages 28 w 53,
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balance sheets

22 r'(:bl'l:‘c!‘r ?.‘:353

Company
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irnvestments 13
Cash at bank and in hand

445,..

Creditors:
falling due within one year i

(5372)

2053

{4,809)

(1.961)

(4.707)

Net current liabilities

(2932

(2.756)

(949)

T(1642)

Total assecs less current liabilities

Creditors:
falling due after more than one year 8

11.129

(o)

Provislons for liabilities and charges

(521)

8,747

{2741)

(449)

LB

2218

(2609

Net assets

6,559

5.566

3257

2,609

Shiare premiurn account Y

RO

2465

2004

40

3136

362

430

s

159
2,004

Other reserves 24 )
Profit and lesss account 4 3649
Equity shareholders’ funds

Minority interests

43

553

BT

Total capital employed

6,559

5357 JR——

Accounting policies and notes forming part of these financial statemencs ane on pages 28 w 53

Terry Leahy
Andrew Higginson
Directors

Financial statements approved by the Board on 7 April 2003
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group cash flow statement

sary 2003
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Accounting policies and nates forming part of these financlal statements are on pages 28 w 53,
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accounting policies

BASIS OF PREPARATION OF FINANCIAL STATEMENTS
These financial statements have been prepared under the
historical cost convention, in accordance with applicable
accounting standards and the Companies Act 1985.

As in the prior year, the Group has continued to account
for pensions and other post-employment benefits in accordance
with SSAP 24 but has complied with the transitional disclosure
requirements of FRS 17. These transitional disclosures are
presented in note 26.

BASIS OF CONSOLIDATION The Group financial staterents
consist of the financial statements of the parent company,
its subsidiary undertakings and the Group's share of interests
in joint ventures and associates. The accounts of the parent
company's subsidiary undertakings are prepared to dates
around 22 February 2003 apart from Global TH, Tesco Polska
Sp.z 0.0, Tesco Stores CR as, Tesco Stores SR as., Samsung
Tesco Co, Limited, Tesco Malaysia Sdn Bhd, Tesco Taiwan Co.
Limited and Ek-Chai Distribution System Co. L1d which
prepared accounts to 31 December 2002, In the opinion
of the Directors it is necessary for the above named
subsidiaries to prepare accounts to a date eartier than the
rest of the Group to enable the timely publication of the
Group financial statements.

The Group's interests in joint ventures are accounted
for using the gross equity method. The Group's interests
in associates are accounted for using the equity method.

TURNOVER Turnover consists of sales through retail outlets
and sales of development properties excluding value
added tax.

STOCKS Stocks comprise goods held for resale and properties
held for, or in the course of, development and are valued at

- the lower of cost and net realisable vaiue. Stocks in stores are

calculated at retail prices and reduced by appropriate margins
1o the lower of cost and net realisable value.

MONEY MARKET DEPOSITS Money markel deposits are
stated at cost. All income from these investments is included
in the profit and loss account as interest receivable and
similar income.

FIXED ASSETS AND DEPRECIATION Fixed assets are carried
at cost and include amounts in respect of interest paid on
funds specifically related to the financing of assets in the
course of construction, Interest is capitalised on a gross basis,

Depreciation is provided on a straight-fine basis over
the anticipated useful economic lives of the assets.
The following rates applied for the Group and are
consistent with the prior year:
+ Land premia paid in excess of the alternative use
value — at 2.5% of cost.

+ Freehold and leasehold buildings with greater than
40 years unexpired - at 2.5% of cost.

« Leasehold properties with less than 40 years unexpired
are amortised by equal annual instalments over the
unexpired period of the lease.

» Plant, equipment, fixtures and fittings and motor
vehicles — at rates varying from 0% to 33%.

coobwitL Goodwill arising from transactions entered into
after | March 1998 is capitalised and amortised on a straight-
line basis over its useful economic life, up to a maximum of
20 years.

All goodwill arising from transactions entered into prior
to | March 1998 has been written off to reserves,

IMPAIRMENT OF FIXED ASSETS AND GoobwiLt Fixed
assets and goodwill are subject to review for impairment

in accordance with FRS |, Impairment of Fixed Assets and
Goodwill’. Any impairment is recognised in the profit and
loss account in the year in which it occurs,

LEASING Plant, equipment and fixtures and fittings which

are the subject of finance leases are dealt with in the financial
staternents as tangible fixed assets and equivalent liabilities

at what would otherwise have been the cost of outright
purchase.

Rentals are apportioned between reductions of the
respective liabilities and finance charges, the latter being
calculated by reference to the rates of interest implicit in
the leases. The finance charges are dealt with under interest
payable in the profit and loss account.

Leased assets are depreciated in accordance with the
depreciation accounting policy over the anticipated working
lives of the assets which generally correspond 1o the primary
rental periods. The cost of operating leases in respect of
land and buildings and other assets is expensed as incurred.

DEFERRED TAX Deferred tax is recognised in respect of
all timing differences that have originated but not reversed
by the balance sheet date and which couid give rise to an



obligation to pay more or less taxation in the future. Deferred
tax assets are recognised to the extent that they are regarded
as recoverable. They are regarded as recoverable to the

extent that on the basis of all available evidence, it is regarded

" as more likely than not that there will be suitable taxable

profits from which the future reversal of the underlying timing
differences can be deducted. Deferred tax is measured on a.
non-discounted basis at the tax rates that are expected tc
apply in the periods in which timing differences reverse, based
on tax rates and laws substantively enacted at the balance
sheet date.

PENSIONS The expected cost of pensions in respect of
the Group's defined benefit pension schemes is charged to
the profit and loss account over the working lifetimes of
employees in the schemes. Actuarial surpluses and deficits
are spread over the expected remaining working lifetimes
of employees.

POST-RETIREMENT BENEFITS OTHER THAN PENSIONS
The cost of providing other post-retirement benefits, which
comprise private healthcare, is charged to the profit and loss

.. account so as to spread the cost over the service lives of

relevant employees in accordance with the advice of qualified
actuaries. Actuarial surpluses and deficits are spread over the
expected remaining working lifetimes of relevant employees.

FOREIGN CURRENCIES Assets and liabilities in foreign
currencies are translated into sterling at the financial year end
exchange rates. Profits and losses of overseas subsidiaries are
translated into sterfing at average rates of exchange. Gains
and losses arising on the translation of the net assets of
overseas subsidiaries, less exchange differences arising on
matched foreign currency borrowings, are taken to reserves
and disciosed in the statement of total recognised gains and
losses. Gains and losses on instruments used for hedging are
recognised in the profit and loss account when the exposure
that is being hedged is itself recognised.

FINANCIAL INSTRUMENTS Derivative instruments utilised
by the Group are interest rate swaps and caps, forward
start interest rate swaps, cross currency swaps, forward
rate agreements and forward exchange contracts and
options.Terminatior; payments made or received in respect
of derivatives are spread over the life of the underlying
exposure in cases where the underlying exposure continues
to exist. Where the underlying exposure ceases to exist, any
termination payments are taken to the profit and loss account.
interest differentials on derivative instruments are
recognised by adjusting net interest payable. Premia or discounts
on derivative instruments are amortised over the shorter of
the life of the instrument or the underlying exposure.
Currency swap agreements and forward exchange
contracts are valued at closing rates of exchange. Resufting
gains or losses are offset against foreign exchange gains or
losses on the related borrowings or, where the instrument is
used to hedge a committed future transaction, are deferred
until the transaction occurs or is extinguished.

TESCO PLC
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notes to the financial statements

NOTE 1| Segmental analysis of sales, turnover, profit and net assets

The Group's operations of retailing and associated activities and property development are carried out in the UK, Republic
of Ireland, France, Hungary, Poland, Czech Republic, Slovakia, Thailand, South Korea, Taiwan and Malaysia. The results for Thailand,
South Korea, Taiwan, Malaysia and continental European operations are for the year ended 31 December 2002.

2003 2002
Sales  Turnover Net- Sales  Turnover Net
including excluding Operating operating  including excluding Operating operating
VAT . VAT profit assets VAT VAT profit assets
fm fm - £m m im €m m £m
Continuing operations
UK 23407 21615 1297 8445 21685 20052 1213 7131
Rest of Europe 3032 - 268% 1417 1,658 2475 2,203 90 1,079
Asia 2,174 2,033 7 1,193 |,494 1,398 2% 916
28,613 26,337 1,509 - 25,654 23,653 1,332
Integration — Rest of Europe . @ . -
Goodwill amortisation S eY)) (i0)
Cperating profit 1,484 1,322
Share of operating profit from joint ventures 707 42
and associates )
Net loss on disposal of fixed assets ' (.t3) N (10
Net interest payabie } (189)° (153)
Profit on ordinary activities before taxation 1,361 1,201
Operating margin (prior 1o goodwill .
amortisation and integration costs) - 5T7% . 5.6%
11,29 X3
Net debt (note 19) 4.737) (3,560)
Net assets 6559 5566

Inter-segmental turnover between the geographical areas of business is not material. Tumover is disclosed by origin. There is no

material difference in turnover by destination.

The Group's share of turnover in the joint ventures which is not included in the numbers above is £193m (2002 — £151m).

NOTE 2 Analysis of operating prcﬁt

2003 2002

£m £m

Turnover excluding VAT 26,337 23,653
Cost of sales (24,340) (21,866)
Gross profit . 1,997 1,787
Administration expenses (513) (465)
Operating profit 1,484 1,322

Cost of sales includes distribution costs and store operating costs. Goodwill amortisation, integration costs and employee
profit-sharing are included within administration expenses,
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NOTE 3 Employee profit-sharing

This represents the amount allocated to the trustees of the profit-sharing scheme ang is based on the UK profit after interest,

before net loss on disposal of fixed assets and taxation.

NOTE 4 Profit on ordinary activities before taxation

2003 2002
m £m

Profit on ordinary activities is stated after charging the following:

Depreciation of tangible fixed assets:

- owned assets ‘ 542 458
- under finance leases 39 26
Goodwill amortisation ‘ 23 10
Operating lease costs (a) 172 170
Auditors’ remuneration (b) | |
Employment costs (note 5) 2,653 2336

(a) Operating lease costs include £39m for hire of plant and machinery (2002 — £33m).
(b) Auditors’ remuneration for audit services amounted to £0.9m (2002 - £0.8m) and includes £0.Im (2002 - £0.im) for the company.

The auditors also received £1.8m (2002 ~ £1.2m) in respett of non-audit services of which £1.0m (2002 - £0.4m) related to overseas operations.

The breakdown by category was £0.7m relating to accounting and taxation advice and £1./m relating to acquisition advice.

NOTE s Employment costs

2003 2002
m £m

Employment casts during the year
Wages and salaries 2,385 2,103
Social security costs o146 129
Other pension costs (note 26) : 122 104
2,653 2,336

Number of persons employed

The average number of employees per week during the year was: UK 203,766 (2002 ~

121,272), Rest of Europe 35,372 (2002 — 32,856) and Asia 19,759 (2002 — 17.666).

NOTE ¢ Directors’ emoluments and interests

187,393), Rest of Europe 42,280
(2002 - 38,108), Asia 24,754 (2002 — 21,873) and the average number of fuli-time equivalents was: UK 133,051 (2002 -

Details of Directors’ emoluments and interests are given in the report of the Directors on remuneration on pages 12 to 21.
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3 TESCO PLC

notes to the financial statements continved

NOTE 7 Net interest payable

2003 2002
m im m £
interest receivable and similar incorne on money market )
investments and deposits ) &5 66
Less interest payable on:
Short-term bank loans and overdrafts repayable within five years (104) (1oh)
Finance charges payable on finance leases {5) i )
4% unsecured deep discount foan stock 2006 fa) (10} . %)
4% RPI bonds 2016 (b) (12 o (15)
3322% LPlbonds 2025 ¢ (o) (4)
[0%% bonds 2002 - (19)
8%.% bonds 2003 . a7 (7
6% bonds 2006 N C)) (8)
7% bonds 2007 T (24
6% bonds 2008 (15) %
5% bonds 2009 (18) (18)
6%% bonds 2010 (10) : (10)
€% bonds 2029 2y (12
0.7%Yen bonds 2006 () o (3) )
5¥4% Euro bonds 2008 (13) -~
4% Euro bonds 2010 Ty -
S14% bonds 2033 2) -
5%% bonds 2019 @ Z
Other bonds (d) @ @
nterest capitalised 62 63
Share of interest of joint ventures and associates (18) ‘ {17
‘ (245) (219)
(180) (153)

(2) Interest payable on the 4% unsecured deep discount loan stock 2006 includes £5m (2002 ~ £5m) of discount amortisation.
(b) Interest payable on the RP) bonds includes £2m (2002 - £7m) of RPI related amortisation.

{c) Interest payable on the LPIbands 2025 indudes £1m (2002 -- £2m) of RPI related amortisation.

(d) 2002 comparative has been separated out in fine with detailed disciosure this year.

NOTE 8 Taxation

2003 2002
(a) Analysis of charge in year £m £m
Current tax; s

UK corporation tax at 30.0% (2002 - 30.0%) 382 348
" Prior year ems - (56) . (29
Overseas taxation . . 8 8
Share of joint ventures and associates ) 9 E
353 33
Deferred tax: (note 21)
Crigination and reversa‘lm;(‘—timtng differences (i) 54 35
Prior year items , 10 -
Share of joint ventures and associates 03] -

62 35

Tax on profit on ordinary activities : 415 371

(i} The total charge for the yzar of £54m includes a £2m (2002 — €3m) debit to fixed assets,
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NOTE & Taxation continued

(b} Factors affecting the tax charge for the year

The effective rate of corporation tax for the year of 25.9% (2002 — 28.0%) is lower than the standard rate of corporation
tax in the UK of 300%.The differences are explained below:

2003 2002
% %
Standard rate of corporation tax 300 300
Effects of:
Expenses not deductible for tax purposes (primarily goodwill amortisation and non-qualifying depreciation) 39 34
Capital allowances for the year in excess of depreciation on qualifying assets (33) (2.8)
Oifferences in overseas taxation rates - - (08) 04
Losses on property disposals not available for current tax relief - 03
Prior year items . (44) (24)
Other #ems 05 ©oh
Effective rate of corporation tax for the year 259 280

(c) Factors that may affect future tax charges

Deferred tax assets of £16m in respect of tax losses carried forward have not been recognised due to insufficient
certainty over their recoverability.

NOTE 9 Dividends

2003 2002 2003 2002
Pence/share Pence/share £m m

Declared interim . 1.87 1.67 131 115
Proposed final ‘ 433 393 312 275
‘ : 6.20 5.60 443 390

NOTE 10 Earnings per share and diluted earnings per share

Earnings per share and diluted earnings per share have been calculated in accordance with FRS (4, ‘Earnings per Share’. The
standard requires that earnings should be based on the net profit attributable to ordinary shareholders. The calculation for
earnings, including and excluding net loss on disposat of fixed assets, integration costs and goodwill amortisation, is based on
the profit for the financial year of £946m (2002 ~ £830m). i .

For the purposes of calculating earnings per share, the number of shares is the weighted average number of ordinary shares
in issue during the year of 6,989 million (2002 - 6,887 million).

" The calculation for diluted earnings per share uses the weighted average number of ordinary shares in issue adjusted by the
effects of all dilutive potential ordinary shares. The dilution effect is calculated on the full exercise of all ordinary share options
granted by the Group, including performance-based options which the Group considers to have been earned. The calculation
compares the difference between the exercise price of exercisable ordinary share options, weighted for the period over which
they were outstanding, with the average daily mid-market closing price over the period,

2003 2002

million milion

Weighted average number of dilutive share options 62 14
Weighted average number of shares in issue in the period ’ 6,989 6887
Total number of shares for calculating diluted earnings per share . 7051 7,001
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notes to the financial statements continued

NOTE 11 Intangible fixed assets

Goodwil

£m

Cost
At 23 February 2002 184
;‘\dditions at cost (a) 757
At 22 February 2003 941
Amortisation
At 23 February 2002 30
Charge for the period 21
At 22 February 2003 51
Net carrying value
At 22 February 2003 890
At 23 February 2002 154

{a8) Goodwill arising from investments in subsidiaries in the year has been capitalised and amortised over 20 years in accardance with the prowvisions
of FRS (G, "Goodwill and Intangible Assets”.

Goodwill arising from investments in joint ventures and asscciates has been capitalised and amortised over 20 years in
accordance with the provisions of FRS 9,‘Associates and joint Ventures' and FRS 10, 'Goodwill and Intangible Assets’ and
is included in fixed asset investment additions (note 13).

NOTE 12 Tangible fixed assets

Plant, equipment,

fixtures and
Land ang fittings and
buildings  motor vehicles Total
£m £m im
Cost
At 23 February 2002 10,849 3,661 14510
Currency transiation 42 17 59
Additions at cost (2) ’ 1,562 572 2,134
12,453 4,250 16,703
Acquisitions 1e M 227
Disposals ) (76} (229) (305)
At 22 february 2003 . 12493 4,432 16,625
Depreciation
At 23 February 2002 1,365 203 3478
Currency translation ' 4 10 14
Charge for penod - 225 356 581
1,594 2,479 4,073

Disposals (56) (220) (27¢)
At 22 February 2003 1,538 2,259 3797
Net book value (b) (@ )
At 22 fFebruary 2003 10,955 1,873 12,828
At 23 February 2002 9,484 1,548 11032

Capital work In progress included above (d)

At 22 February 2003 553 128 681

At 23 February 2002 T 7 42
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NOTE 12 Tangible fixed assets continued

(a) Includes £62m in respect of interest capitalised principally relating to land and building

assets. The capitalisation rate used to determine the amount of finance costs capitalised

during the period was 65%

! ‘ © (b} Net book value includes capitalised interest at 22 February 2003 of £463m (2002 ~ £406m).

'S' Piant, equipment. fixtures and fitlings and motor vehicles subject 1o finance leases included
i in net book value are:
!, Net book
Cost  Depreciation value
im €m im
At 23 February 2002 352 288 64
Maovement in the period 388 181 20.7.. ‘
At 22 February 2003 740 469 271
() The net book value of land and buildings comprises:
3 : 2003 2002
Em im
4 Freehold 9,992 5,492
Long leasehold ~ 50 years or more 493 505_
S}\oﬁ leasehold — less than-—S"O years 470 487
At 22 February 2003 10955 9,484
(d) Capital work in progress does not include land.
NOTE 1) Fixed asset investments
’ Group Company
Share in Loans to
Joint Own Qther Group Group Joint
ventures (b)  Associates (c) shares (d) investments  undertakings (a)  undertakings ventures (b)
£m m fm €m fm fm m
At 23 February 2002 232 16 64 5 3280° 3424 156
Additions ‘ 4 7 42 | 1.225 518 2
Share of profit/(loss) of joint"m“
ventures and associates 44 4 - - - - -
Goodwill amortisation ) ( 1) - -~ - Z _
Income received from joint ) o
ventures and associates (n - - - - - -
Disposals Q) - =y - - 617 N
At 22 February 2003 266 8 53 ) 4,505 3315 158
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notes to the financial statements continued

NOTE 13 Fixed asset investments continued

(a) The company's principal operating subsidiary undertakings are:

Share of Country of

Business equity capital incorporation

~ Tesco Stores Limited Retail 100% Registered in England
Tesco Property Holdings Limited Property investment 100% Registered in England
Tesco Insurance Limited Insurance 100% Guernsey
Tesco Distribution Limited Distribution 100% Registered in England
Spen Hill Properties Limited Property Development 100% Registered in England
Tesco lreland Limited . T Retal 100% Republic of Ireland
Global TH. Retail 99% Hungary
Tesco Polska Sp.z c.o. Retail 100% Poland
Tesco Stores CR as. Retail 100% Czech Republic
Tesco Stores SR as. Retail 100% Slovakia
Samsung Tesco Co. Limited Retail 89% South Korea
Ek-Chai Distribution System Co, Ltd Retail 9% Thailand
Teseo Taiwan Co. Limited Retail 100% Taiwan, Repugﬁgof China
Tesco Stores Malaysia Sdn Bhd Retail 70% Malaysia
Tesco Stores Hong Kong Limited. Purchasing 100% Hong Kong

All principal operating subsidiary undertakings, none of which are owned directly by Tesco PLC, operate in their country

of incorporation.

(b) The Group's principal joint ventures are:

Share of issued share capital,

Country of incorporation and

Business  loan capital and debt securities principal country of operation

Shopping Centres Limited Property Investment 50% Registered in England
BLT Properties Limited Property Investment 50% Registered in England
Tesco BL Holdings Limited Property Investment 50% Registered in England
Tesco British Land Property Partnership Property Investment 50% Registered in England
Tesco Personal Finance Group Limited * Personal Finance 50% Registered in Scotland
Tesco Home Shopping Limited Mail Order Retail 60% Registered in England
ivillage UK Limited Internet 50%° Registered in England
dunnhumby Limited Data Analysts -53% Registered in England
Nutri Centres Limited Complementary Medicines 50% Registered in England
Taiwan Charn Yang Developments Limited Property Investment 50% Taiwan, Republic of China
Retail Property Company Limited Property Investment 50% Thailand
Tesco Card Services Limited Personal Finance 50% Thailand
The accounting periods of the joint ventures consolidated in these financial statements, range from 31 December 2002 to 28 February 2003.
* On 17 March 2003, the company acquired the remaining 50% of equity capital, taking the holding to 100%.

2003 2002

. fm £m
The net borrowings of the joint ventures, as at 22 February 2003, were as follows:
Cash and deposits 372 30!
Borrowings falling due within one year (142) (46)
Other loans - (588) (616)

(358) (3861

There is no recourse to Group companies in respect of the borrowings of the joint ventures, apart from £12m (2002 — £12m)

which has been guaranteed by Tesco PLC (note 29).
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NOTE 13 Fixed asset investments continued

(¢) The Group's principal associate is:

Share of issued share capital, ~ Country of incorporation and
Business  loan capital and debt securities  principa! country of operation

GroceryWorks Holdings Inc. Internet Retailer 35% United States of America

The net assets and goodwill of asscciates are:

2003 2002

£m fm

Net assets -3 2
Goodwill 15 14
Y 16

(d) The investment in own shares represents 32 million 5p ordinary shares in Tesco PLC (0.4% of called up share capital at
22 February 2003) with a weighted average value of £1.65 each.These shares are held by a qualifying employee share
ownership trust {QUEST) in order to satisfy options under savings-related share option schemes which become exercisable
over the next few years. The carrying value of £53m (market value £53m) represents the exercise amount recetvable in
respect of these shares subscribed for by the QUEST at market value. Funding is provided to the QUEST by Tesco Stores
Limited, the company’s principal operating subsidiary. The QUEST has waived its right to dividends on these shares.

NOTE 14 Stocks

Group Company

2003 2002 2003 2002

£m £m im £m

Goods held for resale 1,122 508 - -
Development property . 18 24 - -
1,140 925 - -

Property disposed of included nil (2002 - nil) of interest capitalised. Accumulated capitalised interest at 22 February 2003
was £5m (2002 - £5m).

NoTE 15 Debtors

Group Company

72003 002 2003 2002

C T Em £m £m £m

Amounts owed by Group undertakings . -. - 776 2,821

Prepayments and accrued income - 48 47 . ) 33

Other debtors 507 339 128 145
Amounts owed by undertakings in which ; ' .

Group companies have a participating interest o107 68 103~ 6!

- T 662 454 10127 3,060

Al amounts owed by undertakings in which Group companies have a participating interest are due after more than one year.
included in other debtors zre amounts of £17m (2002 - £13m) due after more than one year.

NOTE 16 Investments

Group Company

2003 002 2003 2002

~ fm m im £m

Money market deposits C23%. 225 - 5

v e

FLE IR



£l

Lol FLL

notes to the financial statements continued

NOTE 17 Creditors falling due within one year

Group Company

2003 2002 2003 2002

£m £m £m £m

Bank loans and overdrafts (a) 1,286 1,474 1,162 1,890
;i';.éde creditors o 2,196 1,830 - -
Amounts owed to Group undertakings - - 351 2,455
Corporation tax ) 230, 259 ) S
Other taxation and social secuﬁy 170 52 - -
Other creditors B 853 732 20 8
Accruals and deferred income (5) 263 164 105 56
Finance leases (note 22) 55 15 ~ -
Dividends 319 283 38 283
5372 4,809 1,961 4,707

{&) Bank deposits in subsidiary undertakings of £299m (2002 - £1,636m) have been offset against borrowings in the parent company under 2 legal right

of set-off.

(b) A gain of £45m, realised in a prior year, on terminated imerest rate swaps is being spread over the life of replacement swaps entered into at the same

time for similer periods. Accruals and deferred income includes £nil (2002 ~ £2m) attributable to these realised gains.

NOTE 18 Creditors falling due after more than one year

JECEIR=T o S

Group Company

2003 2002 2003 2002

£m £m m £m

4% unsecured deep discount loan stock 2006 (a) 104 99 104 99
Finance leases (note 22) 71 14 - ~
6% bonds 2006 (b) 150 150 150 150
0.7% 50bn Yen bonds 2006 () 285 285 285 285
714% bonds 2007 (c) 325 325 325 325
6% bonds 2008 (q) 250 250 250 250
514% 500m Euro bonds 2008 () 308 - 308 -
514% bonds 2009 (&) 350 350 1350 350
6%% bonds 20(0 (7 150 150 150 150
4%% 750m Euro bonds 2010 () 477 - 477 -
4% RPI bonds 2016 (g) 212 210 202, 210
514% bonds 2019 () 350 - 350 -
3.322% LPI bonds 2025 (h) 215 162 215 162
6% bonds 2029 (i 200 200 200 200
SVA% bonds 2033 ) 200 - 200 Z
Other bonds () 197 191 196 191
Orther loans (k) 90" 355 - 237
4,034 2,741 3772 2,609

Other creditors {5 - - -
4,049 2741 3772 2,609
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NoTE 18 Creditors falling due after more than one year continued

{(a) The 4% unsecured deep discount loan stack is redeemable at a par value of £125m in 2006

(&) The &% bonds are redeemable al par value of £150m n 2006,

{¢) The 7¥3% bonds are redeemable at a par value of £325m in 2007,
{d) The 6% bonds are redeemable at a par value of £250m in 2008,
{e) The 5/4% bonds are redeemable at a par value of £350m in 2009,
() The 6% bonds are redeemable at 2 par value of £150m in 2010,

{g) The 4% RPI bonds are redeemabie at a par value of £212m, indexed for increases in the
RPI over the life of the bond, in 2016.

(h) The 3.322% LPIbonds are redeemable at a par value of £215m, indexed for increases in the
RPI over the life of the bond, in 2025. The maximum indexation of the principal in any one
year is 5%, with a minimum of 0%.The principal was increased by £51m in December 2002,

(i) The 6% bonds are redeemable at a par value of £200m in 2029.

(i} These bonds are of various maturities and include foreign currency and sterling denominated
notes swapped into floating rate sterling. The 50bn Yen 2006 issue is consistent with the prior

year but has baen shown separately on the face of the note.
(k) Varicus bank foans maturing 2005,

NOTE 19 Net debt

Group Company
2003 2002 2003 2002
£ im m £m
Due within one year: Bank and other loans 1,286 1,474 - 1,162 1,890
Finance leases 5. IS - -
Due within one 1o two years: Bank and other loans 30 15 - 30 15
Finance leases 55 9 R -
Due within two to five years:  Bank and other loans 1,15 1,059 1024, 941
Finance leases "l S - -

Due otherwise than by B S
instalments after five years: Bank and other loans 2,718 1,653 - 2,718, 1,653
Gross debt - 5375 4,230 4934 4,499
Less: "Cash at bank and in hand 399 445 - -
Money market investments and deposits 239" 225 - 5
Net debt 4737. 3,560 4934 4494
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notes to the financial statements continued

NOTE 20 Financial instruments

An explanation of the objectives and policies for holding and issuing financial instruments is set out in the operating and financial

review on pages 2 0 5. Other than where these items have been included in the currency risk disciosures, short-term debtors
and creditors have been excluded from the following analysis.

Analysis of interest rate exposure and currency of financial liabilities
The interest rate exposure and currency profile of the financial fiabilities of the Group at 22 February 2003, after taking into
account the effect of interest rate and currency swaps, were:

2003 2002
Floating rate - Fixed rate ~ Floating rate Fixed rate
liabilities liabilities Total liabilities liabilities Total
m - Lm : £m m m £m
Currency
Sterling 1145 2476 3,621 1358 1,508 2,866
Euro 361 23 384 e 147 263
Thai Baht 447 - 447 394 - 394
Korean Won 404 ~ 404 388 - 388
Other ©432 87 519 319 - 319
Gross Liabilities 2,789 2586 5375 2575 1,655 4,230
Fixed rate financial liabilities
. . 2003, 2002
Weighted Weighted Weighted Weighted
* average  average time average  average time
irerest rate for which interest rate for whith
22 Feb 2003 rate is fixed 23 Feb 2002 rate is fixed
% Years % Years
Currency
Sterling 58 7 6.4
Euro 55 3 S7
Czech Krona 37 5 -
Taivanese Dollar 45 7- -
Weighted average 58 7 6.4

Floating rate liabilities bear interest at rates based on relevant national LIBOR equivalents. The interest rate profile of the
Group has been further managed by the purchase of interest rate collars with an aggregate notional principal of £135m
(2002 - nil). The interest rate caps with an aggregate notional principal of £100m, as at the prior year end, have matured
during the year. The average strike price of the interest rate caps purchased is 6.76%, while the average strike price of the
interest rate floors sold is 2.98%, The average maturity of the collars is four and a half years. The current value of these
contracts, if realised, is a loss of £2.3m (2002 ~ nil). Retail Price Index funding of £212m (2002 - £210m), maturing 2016, is
outstanding and has been classified as fixed rate debt. The intecest rate payable on this debt is 4% and the principal is linked
to the Retail Price index. An additional tranche of Limited Price Index funding, maturing 2025, has been issued during the year
bringing the total to £215m (2002 ~ £162m) and has been classified as fixed debt, The interest rate payable on this debt is
3.322% and the principal is linked to the Retail Price Index. The maximum indexation of the principal in any one yéar is 5.0%
and the minimum is 0.0%.
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NOTE 20 Financial instruments continued

Analysis of interest rate exposure and currency of financia! assets
The interest rate exposure and currency profile of the financial assets of the Group at 22 February 2003 were:

2003 2002

Cash at Cash at

bank and Short-term ) bank and Short-term

inhand  deposits Other Total inhand  deposits Other Total
£m £m im £m £m £m £m fm
Sterling ‘ 213 55 109 377 151 50 68 269
Other 186 184 - 370 294 175 ~ 469
Total financial assets 399 238 109 747 445 225 68 738

Other financial assets are in respect of amounts owed by undertakings in which the company has a participating interest, which
attract a rate of interest of 5.0% (2002 ~ 5.0%). Surplus funds are invested in accardance with approved fimits on security and
liquidity and bear rates of interest based on relevant LIBOR equivalents. Cash at bank and in hand includes non-interest bearing
cash and cash in transit.

Borrowing facilities

The Group has the following undrawn committed facilities available at 22 February 2003 in respect of which all conditions
precedent had been met at that date:

2003 2002

£m £m

Expiring within one year 75 -
Expiring between one and two years . A 756 733
Expiring in more than two years 552 303
- 1,383 1,036

The facilities expiring within one year are annual facilities subject to review at various dates during the year ended 28 February 2004.
All facilities incur commitment fees at market rates and would provide funding at floating rates,

Currency exposures

Within the Group, the principal differences on exchange arising, which are taken to the profit and loss account, relate to purchases
made by Group companies in currencies other than their reporting currencies. After taking account of forward currency purchases
used to hedge these transactions, there were no significant balances on these exposures at year end. Also, rolling hedges of up to
18 months duration are maintained against the value of investments in, and long-term intercompany loans to, overseas subsidiaries
and, to the extent permitted in SSAP 20, differences on exchange are taken to the statement of total recognised gaing and fosses.

Fair values of financial assets and financial liabilities

2003 2002
Book value Fair value  Book valug Fair value
£m m £m £m
Primary financial instruments held or (ssued to finance the Group's operations:
Shart-term borrowings (1.341) (1,34 ’ (1,489) (1.496)
Long-term borrowings ‘ @09 (279 @4 (2.804)
Short-term deposits o 239 239 225 225
Cash at bank and in hand 399 399 445 445
Derivative financial instruments held to manage the interest rate and currency profile:
Interest rate swaps and similar instruments o - 94 - (18)
ﬁorward fo}eign currency contracts ' ‘ - ! o !
Swap profit crys‘ajiigétion - - ) (2)

(4737 (4.887) (3.562) (3.649)
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TESCO PLC

notes to the financial statements continued

NOTE 20 Financial instruments continued

Other significant financial instruments outstanding at the year end are £240m (2002 — £247m) nominal value forward foreign
exchange contracts hedging the cost of foreign currency denominated purchases. On a mark-to-market basis, these contracts
show a gain of £1m (2002 ~ £1m). The fair values of interest rate swaps, forward foreign exchange contracts and long-term
sterfing denominated fixed rate debt have been determined by reference to prices available from the markets on which the
instruments are traded. The fair values of all other items have been caiculated by discounting expected future cash flows at
prevailing interest rates.

Hedges
As explained in the operating and financial review on pages 2 10 5, the Group hedges exposures to interest rate and currency
risk. The table below shows the amount of such gains and losses which have been included in the profit and loss account for
the year and those gains and losses which are expected to be included in next year's or later profit and loss accounts.

All the gains and losses on the hedging instruments are expected to be matched by losses and gains on the hedged
transactions or positions.

Unrecognised gains and losses on instruments used for hedging and those recognised in the year ended 22 February 2003
are as follows:

Unrecognised Total net Deferred Total net
Gains Losses  gains/(losses) Gains Losses  gains/(losses)
£m £m £m m fm im
At 23 February 2002 69 (86) (7 2 - 2
Arising in previous years and recognised ;
'in the year ended 22 February 2003 (17 18 f 03] . (2)
Arising in the period to be recognised
in future years 170 (59) . i - - -
At 22 February 2003 222 (127) 95 - - -
Expected 1o be recognised in the year
ended 28 February 2004 33 (18) 15 - - -
NOTE 21 Provisions for liabilities and charges
Property Deferred
Provisions taxation Total
m £m £m
At 23 February 2002 - 440 440
Currency retranslation . - 2 2
Acquisition of group companies 16 (3 13
Amount charged in year - 66 66
At 22 February 2003 16 505 521

Property provisions comprise future rents payable net of rents receivable on onerous and vacant broperty leases, provisions for
terminal dilapidations and provisions for future rents above market value on unprofitable stores. The majority of the provision is
expected to be utilised over the period ta 2017.

Amount provided

2003 2002
fm £m

Deferred taxation
Excess capital allowances over depreciation 526 432
Other timing differences (14) 8
Losses carried forward ) : @ -

505 440
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NOTE 22 Leasing commitments

TESCO PLC

Finance leases

£m
The future minimum finance lease payments to which the Group was committed
at 22 February 2003 and which have been guaranteed by Tesco PLC are:
Gross rental obligations o T
Lass: finance ‘;harges allocated to future periods (45)
226
2003 2002
m £m
Net amounts payable are:
Within one year 55 i5
Between two and five years ) 171 wl‘; )
25 29
Operating leases
Land and buildings Other
2003 2002 2003 2002
£m im im im
Group commitments during the 53 weeks to 28 February 2004,
in terms of lease agreements expiring, are as follows:
Within one yéar 3 2 ! 3
Between two and five years 10 2 31 29
After five years 143 117 B 7
156 121 40 39

NoTE 23 Called up share capital

Ordinary shares of 5p each

Number £m
Autherised at 23 February 2002 9,200,000,000 460
Kuthorised during the year 432,000,000 —~22
Authorised at 22 February 2003 9,632,000,000 482
Allctted, issued and fully paid: '
lssued at 23 February 2002 6994279711 350
Issued in connection with the acquisition of T&S Stores PLC 181,740,204 El
Scrip dividend election 16,796,776 )
Share options - 44.792,4;1 i 2
Issued at 22 February 2003 7.237.609,183 362

During the financial year, 181.7 million shares were issued in connection with the acquisition of T&S Stores PLC (see note 33).
In addition, 6).6 million shares were issued during the year for an aggregate consideration of £110m, which comprised £40m

for scrip dividend and £70m for share. options.

Between 22 February 2003 and 7 April 2003, options on 1,970,346 ordinary shares and 223,500 ordinary shares
have been exercised under the terms of the savings-related share option scheme (1981) and the executive share option

schemes (1984, 1994 and 1996) respectively.

As at 22 February 2003 the Directors were authorised. 1o purchase up to a maximum in aggregate of 700 milfion ordinary shares.
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notes to the financial statements continued

NOTE 24 Reserves

Group Company
2003 2002 2003 2002
£m im £m £m
Share premium account
At23 February 2002 2,004 1,870 2,004 1,870
Premium on issue of shares less costs o 422 80 422 80
Scrip dividend election 39 54 39 54'
At 22 February 2003 2465 2,004 2,465 2,004
Other reserves :
At 22 February 2003 and 23 February 2002 40 40 - -
Profit and loss account . :
At 23 February 2002 3,136 2721 255 242
Gain on foreign currency net investments 22 12 - 2
Issue of shares (12) (37) - -
Retained profit for the financial year ‘ 503 440 ) 479 th
At 22 February 2003 3,649 3,136 430 255

Other reserves comprise a merger reserve arising on the acquisition of Hillards plc in 1987,

In accordance with section 230 of the Companies Act 1985 a profit and loss atcoum for Tesco PLC, whose result for the
year is shown above, has not been presented in these financial statements.

The cumulative goodwill written off against the reserves of the Group as at 22 February 2003 amounted to £718m
(2002 ~ £718m). During the year, the qualifying employee share cwnership trust (QUEST) subscribed for 41 million

(2002 ~ 5! million) shares from the company. The amount of £12m (2002 ~ £37m) shown above represents contributions
to the QUEST from subsidiary undertakings.

NOTE 25 Share options

Company schemes

The company had six principal share option schemes in operation during the year:

i The savings-related share option scheme (1981) permits the grant to employees of options in respect of ordinary shares
linked to a building society/bank save-as-you-earn contract for a term of three or five years with contributions from
employees of an amount between £5 and £250 per four-weekly period. Options are capable of being exercised at the end

of the three and five-year period at a subscription price not less than 80% of the middie-market guotation of an ordinary
share immediately prior to the date of grant.

The Irish savings-related share option scheme (2000} permits the grant 1o Irish employees of options in respect of ordinary
shares linked to a building society/bank save-as-you-earn contract for a term of three or five years with contributions from
employees of an amount between €12 and €320 per four-weekly period. Options are capable of being exercised at the
end of the three and five-year period at a subscription price not less than 75% of the middle-market quotation of an
ordinary share immediately prior to the date of grant.

it The executive share option scheme (1984) permitted the grant of options in respect of ordinary shares to selected
executives. The scheme expired after 1en years on § November 1994, Options were generally exercisable between three
and ten years from the date of grant at a subscription price determined by the Board but not less than the middie-market
guotation within the period of 30 days prior to the date of grant Some options have been granted at a discount of 15%
of the standard option price but the option holder may take advantage of that discount only if, in accordance with investor
protection ABI guidelines, certain targets related to earnings per share are achieved.
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NOTE 25 Share aptions continued

iv The executive share option scheme (1994) was adopted on |7 October 1994.The principal difference between this

Vi

scheme and the previous scheme is that the exercise of options will normally be conditional upon the achievement of a
specified performance target related to the annual percentage growth in earnings per share over any three-year period.
There wilt be no discounted options granted under this scheme,

The unapproved executive share option scheme {996) was adopted on 7 june 1996.This scheme was introduced following
legislative changes which limited the number of options which could be granted under the previous scheme, As with the
previous scheme, the exercise of options will normally be conditional upon the achievement of a specified performance
target related to the annual percentage growth in earnings per share over any three-year period. There will be no
discounted opticns granted under this scheme.

The international executive share option scheme was adopted on 20 May 1994.This scheme permits the grant to selected
non-UK executives of options tc acquire ordinary shares on substantially the same basis as their UK counterparts. Options
are normally exercisable between three and ten years from their grant at a price of not less than the average of the middie-
rmarket quotations for the ordinary shares for the three dealing days immediately preceding their grant and will normally be
conditional on the achievement of a specified performance target determined by the Remuneration Commitiee when the
options are granted. There will be no discounted options granted under this scheme.

The company has granted outstanding options in connection with the six schemes as follows:

Savings-related share option scheme (1981) Number of Shares

executives and  under option  Subscription
Oate of grant employees 22 Feb 2003 price (pence)
31 October 1996 7 19,944 83.0
30 October 1997 - . 1,263 ..-"'2'.548,730 1217
29 October 1998 S 15233 29.129.809 360
28 October 1999 ‘ 18677 21942961 1560
26 October 2000 54,115 39,329,167 1980
8 November 200! . 57,489 43425170 196.0
§ November 2002 63366 6170269 1590
Irish savings-related share option scheme (2000) . Number of Shares

executives and  under option Subscription
Date of grant employees 22 Feb 2003 price (pence)
2 June 2000 1744 1766497 1630
26 Octaber 2000 ' 774 586659 1980
8 November 2001 Al 598,231 1980
8 November 2002 133 1261577 159.0

Tesco PLC has taken advantage of the exemptions applicable to Inland Revenue-approved SAYE share option schemes .
and equivalent overseas schemes under Urgent Issues Task Force Abstract 17 {revised 2000), Employee Share Schemes',
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notes to the financial statements continued

NOTE 25 Share options continued

Executive share option scheme (1984) Shares

Number of  under option  Subscription
Date of grant executives 22 Feb 2003 price (pence)
10 June 1994 27 539127 700
29 September 1994 2 42,000 773
Executive share option scheme (1994) Shares

Number of  under option  Subscription
Date of grant executives 22 Feb 2003 price (pence)
27 Aprit 1995 3 210,102 %0.2
13 October 1995 78 1980601 1040
26 June 2000 00 110670677 2050
26 April 2001 1,260 7.961,498 247.0
15 April 2002 68l 4017042 2590
Executive share option scheme (1996) Shares

Number of  under option  Subscription
Date of grant executives 22 Feb 2003 price {pence)
3 July 1996 4 888,503 98.3
23 September 1996 112 3044016 99.7
17 ppril 1997 236 4182370 177
70ctober~l997 12 2,273,700 151.7
20 May b998 T 594 10732277 1767
30 September 1998 23 1,132,706 164.0
28 January 1999 766 13,191,199 178.0
24 May 1999 7 823247 1794
9 November 1999 33 1842955 1840
30 November 1999 8 1098962 \73.6‘
20 April 2000 28 1,893,045 209.5
26 june 2000 308 9,534,278 2050
26 April 2001 1,185 16,235,399 2470
15 April 2002 Tasi 21517737 2590
international executive share option scheme (1994) Shares

Number of  under option Subscription
Date of grant executives 22 Feb 2003 price (pence)
7 October 1997 52 1,004,690 1517
21 May 1998 129 1,344,000 176.7
28 January 1999 199 2,196,500 178.0
24 May 1999 ' 520746 1794
26 June 2000 473 agsrace 2050
26 April 2001 643 4.156814 2470
25 April 2002 573 4.121.160 2590
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TESCO PLC

NOTE 26 Pensions

The Group has continued to account for pensions and other post-emplioyment benefits in accordance with SSAP 24 and the
disclosures in note (a) below are those required by that standard. FRS 17, 'Retirement Benefits’ was issued in Novermber 2000
but is not expected to be fully mandatory for the Group until the year ending February 2006. Prior to this, transitional
disclosures are required which, to the extent they are not given in note (a), are set out in note (b).

The full actuarial vafuation carried out as at 31 March 2002 forms the basis of future funding decisions. The Company has
reviewed the results of the subsequent FRS |7 valuation and does not consider that any additional funding is required at
this time.
{a) Pension commitments
United Kingdom
The principal plan within the Group is the Tesco PLC Pension Scheme which is a funded defined benefit pension scheme in
the UK, the assets of which are held as a segregated fund and administered by trustees. The total profit and loss charge of UK
schemes 10 the Group during the year was £ 14m (2002 - £97m). A SSAP 24 pension prepayment of £6m (2002 — £3m) is
present in the Group balance sheet.

An independent actuary, using the projected unit method, carried out the latest actuarial assessmeat of the scheme at
31 March 2002. The assumptions that have the most significant effect on the resufts of the valuation are those relating to the
rate of return on investments and the rate of increase in salaries and pensions.

The key assumptions made were a rate of return on investments of 6.75%, a rate of increase in salaries of 4% and a rate
of increase in pensions of 2.5%.

LFEE 1

At the date of the last actuarial valuation, the market value of the scheme’s assets was £1,576m and the actuarial value

s

of these assets represented 91% of the benefits that had accrued to members, after allowing for expected future increases
in earnings and pensions in payment. The actuarial shortfall of £159m will be met via increased contributions over a period
of ten years, being the expected average remaining service lifetime of employed members. The next actuarial valuation is
due at 3|1 March 2005.

The T&S Stores PLC Senior Executive Pension Scheme is a funded defined benefit scheme open 1o senior executives and
certain other employees at the invitation of the company. At the latest actuarial valuation at 6 April 2001, the market value
of the scheme's assets was £5.8m and the actuarial value of these assets represented | 10% of the benefits that had accrued
10 members, after.allowing for expected future increases in earnings.

Overseas .

The Group operates a number of schemes worldwide, the majority of which are defined contribution schemes. The

contributions payable for non-UK schemes of £8m (2002 - £7m) have been fully expensed against profits in the current year.

A defined benefit scheme operates in the Republic of lreland. At the fatest actuarial valuation at [ Aprif 2001, the market value
of the scheme’s assets was £55m and the actuarial value of these assets represented 123% of the benefits that had accrued ‘
1o members, after allowing for expected future increases in earnings.

(b) FRS 17.'Retirement Benefits'

The valuations used for FRS 17 have been based on the most recent actuarial valuations and updated by Watson Wyatt LLP *
to take account of the requirements of FRS 17 in order to assess the liabilities of the schemes at 22 February 2003. Schemes’

assets are stated at their market values at 22 February 2003. Buck Consultants (Ireland) Limited have updated the most recent

Republic of Ireland valuation. The liabilities relating to post-retirement healthcare benefits (note 27) have also been determined

in accordance with FRS 17, and are incorporated in the numbers below.




notes to the financial statements continued

NOTE 26 Pensions continued

Major assumptions

The major assumptions, on a weighted average basis, used by the actuaries were as follows:

2003 2002
% %
Rate of increase in salaries 3.6 36
Rate of increase in pensions in payment 23 2.3
" Rate of increase in deferred pensions 23 13
Rate of increase in career average benefits . 2.3 28
Discount rate ) T T - 5.5 5.8
Price inflation 2.3 23
The assets in the schemes and the expected rates of return were:
2003 2002
Long-term Long-term
rate of Market rate of Market
expected value expected value
return % im return % im
Equities 8.6 945 77 1,002
Bonds o 55 386 58 833 1
Froperty 7.1 88 6.4 "'_9'I— ’
Other 38 87 44 N
Total market value of assets - ’ 1,506 1,574
Present value of schemes fizbilities » (2.275) ) {1.758)
Deficit in the schemes (769) (184)
Related deferred tax asset 229 ~-5_7-
Net pension liability (540) (127)
2003 2002
im £m
Group net assets
Net assets prio?g pension adjustments ] 6,559 75566
FRS'17 pension liability : (540) oy
6019 5439 °
SSAP 24 pension asset (6) €)
Net assets after pension adjustments 6013 5436
Group reserves £
Profit and loss reserve prior to pension adjustments 3,649 3,136
FRS 17 pension liability - (540) (127
3,109 3,009
SSAP 24 pension asset (6) 3

Profit and loss reserve after pension adjustments 3,103 3,006




NOTE 26 Pensions continued

On full compliance with FRS 17, and con the basis of the assumptions noted above, the amounts that would have been charged
to the consolidated profit and loss account and consolidated statement of total recognised gains and fosses for the year ended

22 February 2003 are set out beiow:

2003
m

Analysis of the amount charged to operating profit
Current service cost 149
Past service cost -
Total operating charge 149
Analysis of the amount credited/(charged) to other finance income
E;;':ected return on pension schemes’ assets LS
Interest on pension schemes’ fiabilities (1oh
Net return 14
Analysis of the amount recognised in the statement of total recognised gains and losses
Actual return less expected return on pension schemes’ assets - (323)
Experience gains and losses arising on the schemes’ hahht:es vvvvv (53)
Changes in assumptions underlying the present value :)f 't—fx'ggéhemes ligbilities (193)
Total actuarial loss recognised in the statement of total recognised gains and losses (56%)
Movement in deficit during the year
Deficit in schemes at beginning of the year ) (184)
Movement in year:
Current service cost {149)
Contributions - e 121
l;as\ ericecos e -
Acquisition cost ’ o 2)
Other finance income ) 14
Actuarial loss ) i (56%)
Deficit in schemes at end of the year {769)

Movement in FRS 17 deficit

The increase in the net pension liabifity calculated under FRS 17 is principaliy attributable to a reduction in the market value of
assets and a reduction in the long-term AA bond vields used to discount future liabilities. The equities held in the schemes have

been subject to significant market fluctuations and the reduction in share vaiues accounts for the majority of the difference

between the actual and expected return on assets.

Hlstory of experience gains and losses for the year to 22 February 2003

anference between the expected and actual retura on schemes assets

Amount {£m) (323)

Peréntage of schemes' assets (%) T (21.4)
"Expenence gains and losses on schemes habnlmes ........ B ~

Amount £m) ”:"” e (53)

Percentage of schemes liabilities (9’) i (2 3)

Total amount recogmsed in the statement of total recogmsed gains and losses

Amount (z’.m_)_

(569)

TESCO PLC
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notes to the financial statements contined

NOTE 27 Post-retirement benefits other than pensions

The company operates a scheme offering post-retirement healthcare benefits. The cost of providing these benefits has been
accounted for on a similar basis 10 that used for defined benefit pension schemes.

The liability as at 22 February 2003 of £6.6m, which was determined in accordance with the advice of qualified actuaries,
is being spread forward over the service fives of relevant employees. £0.5m has been charged to the profit and loss account
and £0.5m of benefits were paid. An accrual of £5.3m (2002 — £5.3m) is being carried in the balance sheet. It is expected
that payments will be tax deductible, at the company's tax rate, when made.

NOTE 28 Capital commitments

At 22 February 2003 there were commitments for capital expenditure contracted for, but not provided of £458m
(2002 - £674m), principally relating to the overseas store development programme,

NoTE 29 Contingent liabilities

Certain bank loans and overdraft facilities of joint ventures have been guaranteed by Tesco PLC. At 22 February 2003,
the amounts outstanding cn these facilities were £12m (2002 - £12mj,

The cornpany has irrevocably guaranteed the habilities as defined in Section 5(c) of the Republic of ireland
(Amendment Act) 1986, of various subsidiary undertakings incorporated in the Republic of ireland.

NOTE 30 Related party transactions

During the year there were no material transactions or amounts owed or owing with any of the Group’s key management
or members of their close family. .

During the year, the Group traded with its joint ventures: Shopping Centres Limited, BLT Properties Limited, Tesco 8t
Holdings Limited, Tesco British Land Property Partnership, Tesco Personal Finance Group Limited, Tesco Home Shopping Limited,
iVillage UK Limited, dunnhumby Limited, Nutri Centres Limited, Taiwan Charn Yang Developments Limited, Retail Property
Company Limited and Tesco Card Services Limited. During the year, the Group also traded with its five associates: Broadfields
Management Limited, Clarepharm Limited, GroceryWorks Holdings inc., Hussmann (Hungary) Kft and Greenergy Fuels Limited,
The main transactions during the year were:

Equity funding of £4m (2002 —~ £26m) in joint ventures and £7m (2002 - £16m)in associates.

The Group made loans 1o joint ventures of £43m (2002 — £27m), and has been repaid loans by joint ventures of £5m
(2002 - £2m). As in the prior year no new loans have been made from joint ventures to-the Group.The Group has
outstanding loan balances due from joint ventures of £107m (2002 — £68m) and outstanding loan balances due 1o joint
ventures of £2m (2002 - £2m) at 22 February 2003.

The Group made purchases of £81m (2002 ~ £43m) from joint ventures and associates.

iv. The Group has charged joint ventures an amount totalling £42m (2002 ~ £26m) in respect of services, loan interest and
assets transferred, of which £8m (2002 — £3m) was outstanding at 22 February 2003.

v The Group sold a property to BLT Properties Limited for £5m. There were no transactions of this nature in the prior year.

vi Tesco Stores Limited is a member of one or more partnerships to whom the provisions of the Partnerships and Unlimited

Companies {Accounts) Regulations 1993 apply (‘Regulations’). The accounts for those partnerships have been consolidated
into these accounts pursuant to regulation 7 of the Regulations.
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NOTE 31 Reconciliation of operating profit to net cash inflow from operating activities

2003 2002
£m £m
Cperating profit 1,484 1,322
Depreciation and goodwill amortisation 602 534
Increase in goods held for resale (129) (93)
Decrease in development property 3 4
Increase in debtors (28) (88)
fncrease in trade creditors 238 292
Increase in other creditors 205 67
Decrease in working capital (3) 289 182
Net cash inflow from operating activities (b) 2375 2,038
(2) The decrease in working capital includes the impact of translating foreign currency working capital movements
at average exchange rates rather than year end exchange rates.
{b) The subsidiaries acquired during the year have not had a significant impact on group operating cashflows.
NOTE 32 Analysis of changes in net debt :
At 23 Feb Other non- Exchange At 22 Feb
2002 Cash flow Acquistions  cash changes movements 2003
m £m Em m m
Cash at bank and in hand 445 (45) - - M 399
Money market investments and deposits 225 14 - - - 239
Bank and other loans (1.474) 319 (114) (15) 03] (1.286)
Finance leases (15) (26) - (14) - (55)
Debt due within one year (1,489) 293 (114) (29) (2) (1,341)
Bank and other loans (2,727) (1.093) (56) 7 [ (3.863)
Finance leases (14) (150) ) (5 - (71
Debt due after one year (2,741) (1.243) (58) 2 6 (4.034)
(3,560} 98h (172) (27). (4.737)

TESCO PLC
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notes to the financial statements continued

NOTE 33 Acquisitions

The net assets and resuhts of acquired businesses are included in the consolidated accounts from their respective dates

of acquisition. The following tables set out the effect of the material acquisitions of the Group companies in the year to

22 February 2003 on the consolidated balance sheet, Other acquisitions made in the year are not considered to be material
and the effects on the consolidated balance sheet have been disclosed in aggregate. Acquisition accounting has been applied
in all cases. The fair values currently established for all acquisitions made in the year to 22 February 2003 are provisiona!

due to the proximity of the acquisitions to the year end. Fair values will be reviewed based on additional information up to
28 February 2004.The Directors do not believe that any net adjustments resulting from such a review would have a material
effect on the Group. The goodwill arising on these acquisitions has been capitalised and is being amortised over 20 years.

HIT

HIT was acquired on | September 2002 and included in the consolidated balance sheet at 22 February 2003. The purchase

consideration was £400m.The net assets of HIT on acquisition and the provisional fair values were as follows:

Adjustments
Book values to afign Fair values
of acquired accounting at date of
business policies  Revaluations acquisition
£m tm im fm

Fixed assets : 106 - 13 119
Stock o S i6 - n 5 g
Debtors 6 7 O] 12
Cash 9 - - 9 ;
Creditors (46) - 5 (51) ]
Provisions for liabilities and charges . - - (13) (13)
Net assets acquired 91 7 (7 91
Consideration
Cash 400
Goodwill 309

The principal fair value adjustments made to the net book values of the assets and liabilities of HIT were the creation of a
£7m deferred tax asset to align accounting policies, a £13m revaluation of fixed assets and a £13m provision for an onerous
lease commitment. : ‘ _ '

For the year ended 31 December 200!, HIT reported an audited profit after tax and minority interest of £7m.
For the period ended 31 August 2002, the unaudited post-tax loss was £8m based on its then accounting policies.
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notes to the financial statements continued

NOTE 33 Acquisitions continued

T&S Stores PLC
T&S Stores PLC was acquired on 6 January 2003 and included in the consclidated balance sheet at 22 February 2003.
The purchase consideration was £366m. The net assets of T&S Stores PLC on acquisition and the provisional fair values
were as follows;

Adjustments
Book values - 10 afign Fair values
of acquired accounting at date of
business policies  Revaluations acquisition
£m £m im £m
Goodwill 95 - (35) -
Fixed assets ‘ 123 (10) 5 108
Stock . 67 (S) - 62
Debtors 24 - - 2-4
Cash Y ST 24
Creditors - (281) - - 281)
Provisions for liabilities and charges (U] 3 - N
Net assets/(liabilities) acquired ’ 42 (12) (100) (70)
.E;;‘s";demtion
Shares 358
oy o SR - 7 .. . -
Other ' |
366
Goodwill 436

The principal fair value adjustments made to the net book values. of the assets and liabilities of T&S Stores PLC comprise the
revaluation of freehold property to market value, based on valuations obtained from independént experts. Adjustments have
also been made to align accounting policies for tangible fixed assets and stock Deferred tax has been provided on these
adjustments where appropriate.

For the year ended 31 December 2001, T&S Stores PLC reported an audited profit after tax and minority interest
of £24m and for the pericd ended 5 January 2003, an unaudited provisional loss after tax and minority interest of £11m,
based on its then accounting policies.

Of the provisions for liabilities noted in the tables above, £nil was provided by HIT for reorganisation in the year
up 1o acquisition, and £nil provided by T&S Stores PLC.

Other acquisitions .

In respect of other acquisitions in the year, the book value of net assets acquired was £5m. In the Directors’ opinion, the book
value of the net assets acquired is not materially different from their fair value. Total consideration was £17m, of which £12m
was cash.This resulted in goodwill of £12m. N
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five year record

Year ended February 1999 2000 2001 2002 2003
Financial statistics £m
Group sales 18,546 20,358 22,773 25,654 28,613
Turnover excluding VAT
UK 15,835 16,958 18,372 20052 21615
Rest of Europe 1,167 1,374 1,756 2,203 2,689
Asia 156 464 850 1,398 2033
17,158 18,796 20988 23,653 26,337
Underlying operating profic '
UK 919 993 1,100 1,213 1,297
Rest of Eurcpe 48 5t 70 %0 144
Asia e ) 4 29 71
965 1,043 1,174 1332 t,50%
Operating margin '
UK 5.8% 5.9% 60% 6.0% 6.0%)
Rest of Europe 4.1% 37% 4.0% 4.1% 5.2%
Asia (1.3)% 0.2)% 05% 2.1% 3.5%
Total Group 5.6% 5.5% 5.6% 5.6% 57%
Share of operating profit before goodwill amortisation :
from joint ventures and associates 6 t 2| 42 72
Net interest payable (90) 99 (125) (153) {180
Underlying pre-tax profit ? 881 955 1,070 1,221 1,40
Integration costs (26) () - - 4
Goodwill amortisation (&) 0 (8) (10) (23)
Net loss on disposal of fixed assets (8) ) (8) (103 {I3)
Profit on ordinary activities before taxation 842 933 1,054 1,201 1,361
Taxation * (237) (259) (333) 371 (415)
Minority interests | - | - ~
Profit for the financial year ’ 606 674 722 830 946
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five year record continues

Ll

Year ended February 1999 2000 2001 2002 2003
Group enterprise value 13,528 13,591 21,590 21,290 16,896
Underlying diluted earnings per share * 9.37p 10.18p 10.66p 12.14p 13.98p
Underlying earnings per share ¥ 9.59% 10.36p 1087p 1233p 14.10p
Dividend per share 4.12p 448p 4.98p 5.60p 6.20p
Return on shareholders’ funds ** 21.3% 20.9% 22.7% 23.2% 233% -
Return on capital empioyed * 17.2% 16.1% 16.6% 16.1% 15.3%
Group statistics

Number of stores 821 845 907 979 . 2,291
Total sates area - 000 sq ft 21,353 24,039 28,362 32,491 39,944
Full-time equivalent employees 126914 134,896 152210 171,794 188,182
UK retail statistics )

Number of stores 639 659 692 729 1,982
Total sales area - 000 sq ft ° 15975 16,895 17,965 18.822 21,829
Average store size (sales area ~ sq ft) ® 25,627 26,641 27,636 28,576 29,455
Full-time equivalent employees * 104,772 108,409 113,998 121,272 133,051
UK retall productivity £ *°

Turnover per employee " 151.138 156427 161,161 165.348 162457
Profit per employee " 8771 9,160 9,649 10,002 9,748
Wages per employee " 15,271 15,600 16,087 16,821 17,020
Weekly sales per sq ft " 2105 2143 22.01 2233 22.16

) Excludes integration costs and goodwilt
amartisation, Operating margin is based
upon turnover exclusive of VAT,

2 Underlying profit, underlying earnings
per share and underlying diluted earnings
per share exclude net loss on disposal of
fixed assets, integration casts and
goodwill amortisation.

3 2003.2002 and 200! statistics have
been calculated based on the adoption
of FRS 19 Deferred Tax'

4 Macket capitalisation plus net debt.
S Underlying profit divided by average
shareholders' funds,

& Profit divided by average capital
employed excluding net debt.

Store sizes exclude lobby and
restaurant areas.

Average store size excludes
Express and T&S stores,

Based on average number of full-

time equivalent erployees in the UK.

2003 ratios have been impacted by

the acquisition of T&S Stores PLC.

- Based on turnover exclusive of VAT,

underlying operating profit and total

sl cost per full-time equivalent

employee,

Based on weighted average sales
area and sales excluding property

development.
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TABLE 6 Directors’ interests in incentive plans continued
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Comment on changes to the Listing Rules

Introduction

In January 2001, the UK Listing Authority (the “UKLA™) published a consultation paper that
proposed a number of changes to the Listing Rules (the “Rules”). The subsequent changes to
the Rules came into effect on 23 July 2001. The financial penalties policy is due to be
implemented when the Financial Services and Markets Act 2000 (the “Act”) comes into force
later this year and details on the fining policy (together with the UKLA’s policy generally) is to
be found in Chapter 8 of the proposed UKLA Guidance Manual.

This document provides an overview of the effect of the changes in the areas ‘highlighted by
Tesco in its letter of 25 July 2001.

Financial Penalties

Section 91 of the Act extends the UKLA’s power to impose financial penalties for breaches of
the Rules to allow itgto impose penalties not only on those persons in breach but also on the
company and any director at the relevant time who was knowingly concerned in the
contravention of the Rules. Section 93 of the Act requires the UKLA to prepare and publish a
statement of their proposed policy with respect to the imposition and amount of these

financial penalties.

Acknowledging that the introduction of the financial penalties is a useful addition to their
existing disciplinary procedures, the UKLA has confirmed that it will consider all the relevant

circumstances when determining when and the amount of a penalty to be imposed.

e

When determining whether a financial penalty should be imposed and its amount the UKLA is
required by section 93(2) of the Act to have regard to the following:

. the seriousness of the contravention in question in relation to the nature of the

requirement contravened;
. the extent to which that contravention was deliberate or reckless; and

. whether the person on whom the penalty is to be imposed is an individual.
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In addition to each of these three sub-sections of section 93(2), the UKLA has set out |

additional factors in the draft UKLA Guidance Manual, which may be relevant to the

imposition of, and level of, a financial penalty:

o the amount of profits accrued or loss avoided as a result of the contravention;
. - the conduct of the person before and following the contravention;

« disciplinary record and compliance history of the issuer;

. what action the UKLA has taken in relfation to previous serious behaviour;

. what action has been taken by other regulatory authorities; and

. any guidance given previously by the UKLA.

More detail is available in the draft UKLA Guidance Manual. For example, the seriousness of a
contravention may be linked to the size of an issuer. A systemic failure to comply with the
Rules by a large issuer could damage or threaten to damage a much larger number of
investors than would be the case with a small issuer. This is obviously a factor that should be

borne in mind by a larger issuer such as Tesco.

In relation to the power of the UKLA to impose a penalty on individuals and any director of a
issuer who at the relevant time was knowingly concerned in the contravention of the Rules,
the UKLA has confirmed that it will take into account the fact that individuals will not always
have the resources of a body corporate.

During the consultation process prior to the introduction of the Rules changes, ‘intention’ was
identified by the UKLA as the key feature in assessing the seriousness of a contravention. A
number of breaches were identified as more serious in nature and more likely to incur a

higher level of financial penalty. For example:

. any deliberate or reckless breach which misleads the market, or leads to a loss to
investors;
. breaches which interfere with the operation of an orderly market;

o knowingly breaching paragraphs 9.1 to 9.7 of the Rules and where the breach

amounts to market abuse;

. any breach relating to personal gain, for example a breach of a company’s code of

dealing;

BLP1.1635982.06.CCAU/ADMIN/ADMIN 31.8.2001
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o failure to obtain shareholders’ consent for Class 1 or related party transactions;

. a breach involving a price sensitive consequence as opposed to a “technical” breach;
and

. breaches relating to eligibility such as the adequacy of financial controls as required
by rule 2,11.

These factors and the UKLA Guidance Manual are by no means exhaustive but they do
provide a clear indication of the likely circumstances under which the UKLA will impose a

financial penalty.
Circulars and Resolutions

Publication requirements exist under several EU directives that require certain documents

produced by an issuer to be made available for public inspection.

When the UKLA formed part of the London Stock Exchange, the London Stock Exchange
provided a document disclosure service to satisfy these disclosure obligations for issuers
through the Company Announcement Office. On the transfer of the UKLA to the Financial
Services Authority, the Financial Services Authority established the Document Viewing Facility
to maintain the document disclosure service and also undertook on behalf of issuers the
making of announcements to the Company Announcement Office. A named document
submitted to the UKLA would then be available for inspection throﬁgh the Document Viewing
Facility.

In an attempt to reduce the administrative burden and costs of the UKLA, it was originally
intended that the Rules be changed to out-source the making of announcements to the
market to external bodies and to make issuers responsible for making relevant
announcements to.the market through these external bodies. In the event this transfer of
responsibility was not introduced with the changes to the Rules introduced on the 23" July
2001 but will be introduced with further changes to be made to the Rules later this year when

the Act comes into force (expected end of November 2001).

When the transfer of responsibility for making the relevant announcements does take place,
the actual procedure for making documents available for inspection at the Document Viewing
Facility of the UKLA will not change but issuers will be responsible for ensuring an
announcement is made to the market of the submission of a document to the UKLA.

BLP1.1635982.06.CCAU/ADMIN/ADMIN 31.8.2001
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Purchase of Own Shares

Paragraph 15.1 of the Rules provides a general prohibition that a company may not purchase
or redeem its own securities at a time when a director of the company would be prohibited

from dealing as defined by the Model Code (see below).

An exemption to this general prohibition was originally provided by paragraph 15.1 to allow a
company to purchase or redeem its securities in a prohibited period as defined by the Model
Code where the price or value of those securities would not be substantially affected by the

publication of the information that gave rise to the prohibited period.

The amendments to paragraph 15.1 have been introduced in an attempt to clarify that firstly,
the above exemption only applies to securities belonging to a class whose price or value
would not be likely to be substantially affected by the publication of the information but not
to a class whose price or value would ordinarily be affected by knowledge of a major
development in the company’s sphere of activity and secondly, that it does not apply to

equity securities.

" It is unlikely that Tesco has relied on this exemption to purchase or redeem its own equity or
price-affected securities during a “prohibited period” but Tesco might, for example, in the
future wish to rely on this exemption in connection with the purchase or early redemption of

non-convertible bonds.
Model Code (the “Code™)

In the initial consultation paper, the UKLA proposed the removal of the existing, exhaustive
definition of “dealing” within the Code and suggested a new definition of ;‘dealing" that
provided a description of the type of share transactions the UKLA believed directors should be
prohibited from making during a close period. The amendment to the definition of dealing
was intended to provide a non-exhaustive list of prohibited share transaction examples (with
emphasis being placed on consultation with the UKLA at an early stage in cases of any
doubt).

During the consultation period, concern was raised as to the increased level of uncertainty
and greater need for UKLA guidance this more general definition would resuit in. As a

consequence of this concern, only the following changes have been made to the Code:

. the existing definition of “dealing” is to remain with a minor modification. The
reference in the first line of the definition to “any sale or purchase, or agreement to

sell or purchase any securities of the company” has been changed to “any acquisition
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or disposal of, or agreement to acquire or dispose of any securities of the company”.
The original consultation paper commented that this change was being made to
clarify the fact that whilst it would be made clear that a bona fide gift to a director by
a third party would not be subject to the provisions of the Code, dealings would
generally include any transaction involving the change in ownership of securities
which were not sales or purchases and which were not expressly included under the
previous definition. The previous definition would not, for example, have included a
subscription or an agreement to subscribe for any new securities (as opposed to a

purchase of existing securities) or a transfer for no consideration.

a new paragraph has been added which expressly provides for companies to seek

guidance from the UKLA where uncertainty exists; and

paragraphs 19 and 20, which give guidance as to certain dealings which will/will not
be subject to the Code, have been amended. The following have been added as
further examples of transactions which will constitute dealings for the purpose of the
Code:

» entering into or terminating, assigning or novating any stock lending agreement

in respect of securities;

s using as security, or otherwise granting a charge, lien or other encumbrance over,

securities; and

e any transaction, or the exercise of any power or discretion, effecting a change in

the ownership of a beneficial interest in securities.

While the following are added to the list of dealings which will not be subject to the
provisions of the Code:

o transfers of securities by an independent trustee of any employees’ share scheme

to a beneficiary who is not a director or a relevant employee; and

» bona fide gifts to a director by a third party.

Specialist Securities

Chapter 23 of the Rules details the requirements relating to specialist securities (including

eurobonds).

In the initial consultation paper, the UKLA commented that it had received an increasing

number of single documents from issuers who were making both US and UK issues whereby

5
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the UK document was a wrap around of the US document. In light of this increasing trend,
the UKLA proposed that the Rules should be modified to allow the incorporation of
information in other documents to form part of the listing particulars by reference provided
that (a) such information is not required to be expressly included in listing particulars
pursuant to section 146 of the Financial Services Act 1986 (general duty of disclosure) or the
Rules and (b) a statement is made in the relevant listing particulars confirming that such
information (which has been incorporated by reference) has not been and does not need to
be included in the listing particulars to satisfy the requirements of the Financial Services Act
1986 or the Rules and that the Company believes that none of such information conflicts in

any material respect with the information included in the listing particulars.
Further proposals

Further changes to the Rules, which‘are largely as a consequence of the repeal of the
Financial Services Act 1986, relate to the official listing of securities and the introduction of
the relevant provisions of the Act. These further changes include, inter alia, & transfer of
responsibility of resolutions and circulars to issuers (see above) and a new rule allowing the
UKLA to require companies to notify it when they become aware of a breach of the
company’s code of dealing and a discretiohary power of the UKLA to require companies to
make an announcement to the market if there has been a breach of the company’s code of
dealing and give certain prescribed details. The consultation period in respect of these further
proposed changes closes at the end of August 2001.

The UKLA has also published a new version of the proposed UKLA Guidance Manual which
incorporates guidance in respect of the powers and procedures contained in the Act. The

Guidance Manual also formalises certain existing procedures.
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